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THE CAPITAL PROBLEM OF SMALL AND 
MEDIUM-SIZED BUSINESSES* 


JOHN B. WOOSLEY 
University of North Carolina 


The past decade has witnessed a resurgence of interest in the 
problem of venturesome capital. Pessimistic observers believe 
this country has approached economic maturity by virtue of its 
population trends, the stage of its resource utilization, and its 
capitalistic organization. Others, less pessimistic, insist that 
geographical frontiers have been superseded by those which 
scientific progress and inventive genius create, and that the com- 
mercial implementation of these dynamic forces will periodically 
renew the rate of industrial progress. Accordingly, venturesome 
capital has a major role to play, and the problem is to locate and 
remove the inhibiting factors which have impeded its flow. The 
present paper is concerned with but one of these factors, the 
restricted capital facilities of small and medium-sized businesses.? 

These business units do not constitute the sole medium of such 
capital, but new units in old industries and the initial units of new 
industries are commonly of small or medium size. Hence, the 
flow of venturesome capital is to a degree dependent upon the 
availability of funds for these enterprises. 

With large-scale corporate enterprise dominant, there is a 
tendency to discount the role which small business units have 
played in our industrial evolution. There is an even stronger 

* Presidential Address, Thirteenth Annual Meeting of the Southern Economic Asso- 
ciation in joint session with the American Economic Association, New Orleans, Decem- 
ber 27-30, 1940. 

1 Though arbitrary, capital issues of less than $1,000,000 may be designated as small, 
while those between $1,000,000 and $5,000,000 may be classed as medium sized. 
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tendency to disregard the extent to which the financial institutions, 
which provide long-term capital, have paralleled the evolution of 
large corporate enterprises, and to an increasing degree have failed 
to meet the capital requirements of smaller business units. 

The investment banker is of necessity limited to the under- 
writing and distribution of issues of readily marketable size and 
quality. Equipped with relatively small capital, faced with 
high overhead costs, and subject to pronounced cyclical variations, 
he must exercise a high degree of self-restraint if the prestige of 
his institution is maintained.2 Though not lacking in industrial 
imagination, his participation in risky issues is circumscribed. 

Investment banking in the United States is, moreover, highly 
concentrated. The 20 largest banks, constituting less than 5 per 
cent of the participating firms, managed 83.9 per cent of the amount 
of all issues of $1,000,000 or more registered during the four and 
one-half years ending June 30, 1938, while their purchase partic- 
ipations totalled 65.5 per cent. New York City firms alone 
managed 88 per cent and accounted for 77 per cent of all partic- 
ipations, while firms located in six financial centers, including 
New York, bought 93 per cent of the issues.* Reciprocal relations 
among the metropolitan firms result in scant participation by 
smaller regional institutions in the issues of large, seasoned 
corporations, and tend to restrict the growth of these banking 
units. 

Metropolitan banks are not designed to handle small security 
issues, while the regional houses are limited to the financing of 
a restricted number of superior merit. The centripetal forces in 
the financial mechanism are so strong that it is the common 
experience for local investment banks, after incubating domestic 
enterprises into profitable underwriting and brokerage relations, 
to lose them just as soon as these corporations can tap metropolitan 
markets. 

Bulwarking the investment banking organization are public 
attitudes and investment habits. Local securities encounter the 

2 The amount of investment banking capital in the United States is currently estimated 
at $300,000,000. See Moulton, et al., Capital Expansion, Employment and Economic Sta- 
bility, p. 22. 


3 Selected Statistics on Securities and on Exchange Markets, Report to the Securities and 
Exchange Commission, 1939, pp. 43 ff., Table 34. 
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competition of issues of large, widely publicized corporations 
whose superior marketability offer liquidity-conscious investors 
more acceptable media. Marked differences in yields between 
local and national issues of roughly comparable quality measure 
the mass interest in and the efficiency of the national market. 

During the past decade significant changes in investment banking 
have occurred. The number of banking offices decreased by 
approximately 50 per cent from 1929 to 1933 and subsequent gains 
still leave the figure some 21 per cent below the 1929 level.* Capi- 
tal employed probably exhibited similiar trends. The Banking 
Act of 1933 which divorced investment banking affiliates from ° 
commercial banks resulted in the dissolution of numerous invest- 
ment firms and altered the regional coverage pattern. 

Faulty underwriting during the twenties, increased liquidity 
preference on the part of investors, greater liability enforced by the 
Securities Act, changed methods of distribution, the private 
placement of an increasing number of recent issues, and narrowed 
underwriting margins for large issues have combined to modify 
the operations of investment banks and increase their caution. 
The impact of these forces on the capital facilities of small enter- 
prises has been substantial. 

Apart from the investment banking system, business obtains 
capital funds from individuals, but recent fiscal changes have 
rendered the direct sale of securities more difficult. The expansion 
of governmental activities and the increased use of income taxation 
have reduced the attractiveness of venturesome outlets, while the 
huge volume of tax-exempt securities has provided a safe haven 
for funds which would otherwise have functioned as risk capital. 
High surtax rates and the faulty treatment of capital gains and 
losses leave many capitalists with no other rational choice than 
the avoidance of high-risk employment. To these inhibitions 
was added, for a season, the tax on undistributed profits which 
succeeded in violating most of the canons of private finance. 

These fiscal developments, while not without their virtues, 


4In 1929 the Investment Bankers Association had a membership of 658 firms with 1219 
additional branch offices. By 1933 firm membership had dropped to 375 with 570 branch 
offices. In 1939 firm membership increased to 734 with some 756 branch offices. See Pro- 
ceedings of the Investment Bankers Association for the several years. 
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Cost or Fioration For Issuzs or Lzss THAN $5,000,000, 1925-1929 AND 1935-1938 
By Size of Issue 


(Per Cent of Gross Proceeds) 

































































1925-1929 1935-1938 

SIZE OF ISSUE ($000) 

Total Cont | Comperr | Othe | oral Cou | Compen i = 
Bonds 
Under 250 6.8 5-6 12 8.4 6.0 2.4 
250-499 7-5 6.3 oe 7-5 5-5 2.0 
500-749 7-3 5-8 1.5 6.6 4-5 2.5 
750-999 6.4 5-4 1.0 6.5 4-7 1.8 
Under 1,000 6.9 5-7 ee 7-0 5-0 2.0 
I,000-1, 999 $7 4-9 0.8 5-0 3-5 1.5 
2, 000-2, 999 6.1 5-4 0.7 4.8 3-5 1.5 
3 , 000-3, 999 6.2 5-5 0.7 3.6 2.5 Suk 
4, 000-4, 999 5°5 4-9 0.6 4-2 3-0 1.2 
1, 000~4, 999 5-9 5-2 0-7 4-5 3-2 1-3 
Under 5,000 6.0 5-2 | 0.8 4.8 3-4 '.4 
Preferred Stock 

Under 250 6.0 5-3 0.7 16.4 13-9 a 
250-499 7-9 6.9 1.0 16.4 14.3 2.8 
500-749 9-0 8.1 0.9 14.0 12.4 1.6 
750-999 7-7 7-3 0.4 14.0 12.2 1.8 
Under 1,000 8.3 7-§ 0.8 14.8 13.0 1.8 
1,000-1, 999 8.8 8.0 o.8 10.0 8.7 Z.3 
2. ,000-2., 999 8.5 7-7 o.8 7°$ 6.5 1.0 
3, 000-3, 999 5-0 4.8 0.2 7-0 6.1 0.9 
4,000-4, 999 4-4 4-2 0.2 6.0 5-3 0.7 
1, 000-4, 999 7:7 7-0 0.7 8.2 7-2 £.% 
Under 5,000 7-8 Ft 0.7 10.2 8.9 ns 

















Source: Cost of Flotations for Small Issues, 1925-1929 and 1935-1938, Report to the 
Securities and Exchange, Table 3. 


have placed severe obstacles in the long-term financing of specula- 
tive industry, and their incidence on small business has been 
heavy. 
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Objective evidence of the capital problem of these enterprises 
is found in the high flotation costs of their securities. Flotation 
costs progressively increase as the size of the issue decreases. 
(See Tables I and II.) For bond issues of $25,000,000 or more, 
these costs amounted to 2.5 per cent of gross proceeds as compared 
with 8.4 per cent for bond issues under $250,000, while the flotation 
costs of preferred stock of the same amounts were 3 per cent and 
16.4 per cent respectively. Thus, the issuing costs of small bond 


TABLE II 


Fiotation Costs ror 108 Szcurity Issuzs, 1936-1938 
By Size of Issue 


(Per Cent of Gross Proceeds) 























SIZE OF ISSUES($000) TOTAL COST eee: pores OTHER EXPENSES 
Bonds 
Under 5,000 5-1 3-6 ag 
5000-9, 999 3-4 2-4 1.0 
10, 000-24, 999 3.1 at we 
25,000 and over 2.5 2.0 5 
All issues 2.8 2.2 ES 
Preferred Stock 

Under 5, 000 10.7 9-3 1.4 
5000-9, 999 4-9 4-0 9 
10, 000-24, 999 3-4 = acs 
25,000 and over 3-0 2.7 3 
All issues $:7 4-9 8 














Source: Cost of Flotations for Small Issues, 1925-1929 and 1935-1938, pp. 2-3. 


issues were 3.36 times those of large issues and the costs of small 
preferreds were 5.46 times those of large preferreds. 

Qualitative considerations partially account for these wide 
differentials. An analysis of issues of less than $5,000,000 in 
size shows that the flotation costs of bond issues with the highest 
yields were almost twice those with the lowest yields, while the 
costs of the highest yield preferred stocks were one-half greater 
than those of the lowest yield.’ Flotation costs also vary with 


5 Cost of Flotation for Small Issues, 1925-1929 and 1935-1938, pp. 15 ff., Table 3. The costs 
of large issues refer to those registered during the years 1936-1938, while those of small 
issues cover the registrations during the years, 1935-1938. 
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the method of sale. Bonds and preferred stock which were not 
underwritten encountered costs which were appreciably higher 
than those sold through investment banking channels. 

During the past decade, the flotation costs of small bond and 
preferred issues have increased while those of large issues have 
declined. The rise in preferred stock costs has been especially 
marked. Thus, long-term capital obtained by small enterprises 
through these instruments has become dearer and their relative 
financial disadvantage has been accentuated. 

Their most severe handicap is to be found, however, in the 
flotation costs of common stock. Uniformly high, they frequently 
assume prohibitive proportions. Some 241 recently registered 


TABLE III 


Fioration Costs or Common Srocx Issuzs REGISTERED JANUARY I, 1936-JUNE 30, 1938 
By Industry and Size of Issue 


(Per Cent of Gross Proceeds) 














SIZE OF ISSUE ($000) 
INDUSTRY 
Under $250 | $250 to 499 | $500 to 749 | $750 to 999 — Total 
re re eee 33-1 24.5 26.3 34.8 22.7 25-9 
Banuiactating.............+ 18.8 21.4 2552 16.1 13.1 16.4 
See 16.2 53.3 49.2 — 12.6 12.9 
Merchandising.............. 11.9 19.1 20.2 17.6 9.8 14.2 











Source: Cost of Flotation for Small Issues, 1925-1929 and 1935-1938, p. 4. 


common issues of less than $5,000,000, classified by industry and 
size, show flotation costs of extractive enterprises varying between 
22.7 per cent and 34.8 per cent of gross proceeds, those of manu- 
facturing companies between 13.1 per cent and 21.4 per cent, and 
those of merchandising firms between 9.8 per cent and 20.2 per 
cent.? (See Table III.) 

These data present the crucial elements. Equity financing, 
both preferred and common, is often prohibitively expensive. 
Bond financing is somewhat less costly, but the differential between 


® For declining costs of large issues, see T. K. Haven, Investment Banking under the Securities 
and Exchange Commission, Michigan Business Studies, Vol. IX, No. 3. 

1 Cost of Flotations for Small Issues, 1925-1929 and 1933-1938, p. 4. Issues registered during 
the two and one-half years ending June 9, 1938. 
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large and small issues is so great that many small businesses are 
stifled and new industries are still-born. A survey of 584 small 
and unseasoned issues totalling $321,000,000 reveals sales of only 
$74,000,000, or 23 per cent, within a year after effective registra- 
tion. No sales were reported by 191 registrants for issues totalling 
$105,000,000. The remaining 393 registrants sold 68 per cent of 
the credit obligations, 28 per cent of the preferred stock, 38 per 
cent of the certificates of beneficial interest, and 32 per cent of the 
common stock. Investment bankers purchased only 22 per cent 
of the amount sold and but 5.3 per cent of the amount registered, 
with approximately the same proportions sold directly to the 
public.* It is noteworthy that 69 per cent of the funds sought 
through these registrations was for new capital purposes when 
the average for all issues was but 19 per cent. Investment bankers 
are of necessity loath to sponsor new and uncertain gadgets and 
individuals now lack adequate incentives. Thus, the market 
for innovations is being narrowed to established enterprises 
which sometimes gain more by withholding than by introducing 
new products and processes. The lag between scientific progress 
and its commercial implementation is thereby lengthened. 

The high cost of long-term capital and its frequent unavail- 
ability result in the disproportionate use of short-term credits 
by small enterprises. The relative reliance of manufacturing 
firms on short-term credits progressively increases as the size of 
the corporation decreases. Very small manufacturing units, with 
accounts payable bulking large, depend four times as heavily on 
these sources as do giant firms. (See Table IV.) 

Conversely, large enterprises obtain a greater proportion of their 
funds through capital issues, the differential use of bonds and 
preferred stock being marked. Though cash and receivables, as 
percentages of total assets, decrease with increasing corporate 
size, the proportion of fixed assets varies within narrow limits. 
The disproportionate use of credits by small manufacturing firms 
is not, therefore, primarily a function of the composition of their 
assets. 


8 Selected Statistics on Securities and on Exchange Markets, pp. 34 ff. Sales after the one year 
period are allegedly insignificant. These issues were registered during the four years ending 
June 30, 1937. 
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Heavy reliance on short-term funds frequently results in low and 
unsatisfactory current ratios, necessitates the factoring of re- 
ceivables, and involves an extensive use of trade credit which in 
turn impairs profit margins and thus completes the cycle of finan- 
cial distress. Despite the low level of industrial production during 
the past decade, the volume of factoring operations has doubled 
and the business of sales finance companies has greatly increased, 
significant evidence of the financial extremities to which a lethargic 
capital market has driven a segment of enterprise. ° 


TABLE IV 


Bavance Sueet Ratios or MANUFACTURING ENTERPRISES BY SIZE OF FIRM, 1937 
(As Percentages of Total Assets) 





















































- - ; ,000- | $10, ,000-| $100,090 
SIZE OF FIRM (000’s OMITTED) = = ¥-4 cc — — —_ e,000 poo ao. 
Cash and receivables. ..|32.5 |28.9 |26.0]23.7]21.5| 20.2 | 17. 17.3 | 15-7 | 16.0 
Inventories... . .|20.9 |21.9 |23.5|24.3|24.0] 24.0 | 21.9 | 20.8 | 21.6 | 16.8 
Camiesl aevets.........: 34-5 |36.1 |36.9137-8]38.7| 38.0 | 38.6 | 38.4 | 38.9 | 39.0 
Accounts payable...... 24.5 |17-§ |18.6]10.6] 9.4] 7-7] 6.0] 6.0] 6.5] 8.9 
Bonds, notes, etc. less 
er 12.6 |10.7 |10.2| 8.8] 7.9] 6.5 | 4.2] 3-7] 2-6] 2.6 
Bonds, notes, etc. over 
ees hae 50st x 8.8 | 7.5 | 7-41 7-$1 7-31 7-7} 9-21 8.9] 14-2] 8.5 
Preferred stock........ 5-7 | 5-7 | 7-8] 9-0] 9-8] 10.5 | 11.6 | 10.1 | 10.0 | 10.7 
Common stock........ 68.5 [52.5 |46.7/41.6]38.4] 34.6 | 33-5 | 34-9 | 31-0 | 35-7 
ery 30.§*| 3.7%) 7.1/17.8]22.6] 28.8 | 31.2 | 31.7 | 32-2 | 30-7 
* Deficit. 


Source: Computed from Statistics of Income, 1937. 


The low current and earnings ratios of small firms are often 
interpreted as conclusive evidence of incapable management, but 
their financial status can, with equal logic and considerably more 
realism, be attributed in many instances to their circumscribed 
capital facilities. From this condition in part has arisen the 
demand for more liberal credit facilities under the impact of which 
the Federal Reserve banks were authorized to make five-year 
industrial advances to business, the Reconstruction Finance 
Corporation was empowered to extend loans under its own terms 
and conditions to businesses of sound value, and commerical 


9 Hearings before the Temporary National Economic Committee, 76th Cong., 1st. Sess., Pt. 9, 
PP- 3993 ff. 
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banks were pressed to extend credit more freely and on longer 
terms. 

Applications to these agencies have been numerous and the 
authorizations have involved substantial totals. Roughly 90 
per cent of the applications to the reserve banks, involving 40 
per cent of the amount, were for loans of less than $200,000, !° while 
83 per cent of the authorizations by the RFC were for loans of less 
than $50,000.11 These represent a wide industrial and geographical 
distribution. 

Term loans by member banks, currently increasing, probably 
constitute one-fourth of industrial, commercial, and agricultural 
loans, but the scant data preclude any inference as to a change in 
banking policy except that effective servicing techniques through 
regular review and amortization have become more general.!* 
They constitute, however, a formal recognition of the long existing 
hiatus between banking theory and practice with respect to capital 
loans. 

Ameliorative credit measures precipitate the issue of the extent 
to which the commercial and central banking system shall be 
converted into intermediate capital agencies, while current pro- 
posals for more liberal credit facilities to be implemented by the 
insurance of small loans indicate the form further legislation may 
assume.'* In view of the unparalleled proportion of deposits 
to banking capital, the high ratio of demand deposits, the struc- 
tural changes directed towards the correction of undue localism 
and the increasing degree of professionalization in bank manage- 
ment, greater liberality in industrial advances is unlikely and of 
questionable validity. Though it would reduce the cost of credit 
to small enterprises, it is an inadequate and dubious substitute for 


10 During the five years ending May 24, 1939, the Federal Reserve banks received 9,291 
applications for industrial advances totalling $395,000,000. Some 2,700 were approved 
which involved $179,240,000. See Hearings before a Sub-committee of the Committee on Banking 
and Currency on S. 1482 and S. 2343. 76th Cong., 1st Sess., pp. 113 ff. 

11 During the seven years ending Feb. 2, 1939, the R. F. C. authorized long-term loans to 
industry amounting to $447,324,578. See Seven Year Report to the President and Congress, 
Reconstruction Finance Corporation. ; 

12 Federal Reserve Bulletin, July 1939, pp. 560-562; #bid., Nov., 1940, p. 1164. 

18 See S. 1482; S. 2343; S. 3511; S. 3343; S. 2998; Hearings before the Sub-committee of the Com- 
mittee Banking and Currency on S. 1482 and S. 2343, 76th Cong., 1st Sess. 
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their ready access to community savings on flexible terms through 
security issues. 

While the need for better capital facilities is general, there are 
regional variations in its intensity. In the South the issue is of 
major consequence because of the pattern of southern industry. 
With a relatively abundant labor supply and limited capital, 
southern industries typically maximize the use of labor and 
minimize the use of capital. 

The 25 leading southern industries, which account for three- 
fifths of our manufacturing output, employ 50 per cent more labor 
per establishment than is utilized by similar units in the nation. 
Crude and semi-finished goods comprise 56 per cent of the value 
added by manufacture in contrast to a national average of 33 
per cent. Textiles, tobacco, beverages, forest products including 
paper and furniture, chemicals, petroleum, foods, printing, and 
stone and clay account for the bulk of our production."* With 
numerous exceptions, the southern business unit is relatively small 
and its use of capital restricted. 

This situation is not unrelated to the existing financial mechan- 
ism. Industrially mature regions not only save more of their 
larger income, but they are also the first to develop the institutional 
channels of capital formation. Once established, these institutions 
extend their operations into frontier areas and tend to canalize 
a considerable portion of their savings into the more mature 
industries of the older regions, a process visible in the portfolios 
of insurance companies. The less mature regions encounter 
difficulty in spawning the interlocking and reinforcing complex of 
financial institutions which would domesticate a larger portion 
of local savings. Occasionally, legislative restrictions are designed 
to accomplish this objective. Texas since 1907 has required 
insurance companies operating in that state to invest in domestic 
securities an amount equal to three-fourths of the reserves held for 
its policy-holders.* This legislation initially led to the with- 
drawal of a number of foreign insurance companies, a mushroom 


4 See a forthcoming study of M. S. Heath, “The Structure of Southern Manufacturing 
Industry.”’ 

18 F, A. Mucha, ‘‘Compulsory Investment Law of Texas,"’ Best's Insurance News, Vol. 39, 
No. 5, pp. 298 ff. 
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growth of local firms, andthe subsequent returnof numerous com- 
panies which decided that they could safely operate within 
modified requirements. 

The South, predominantly agricultural, is an industrial and 
financial frontier. With 20 per cent of the population of the 
nation, it has 18 per cent of the number of commercial banks and 
8 per cent of the bank deposits. It has but 5.7 per cent of the 
registered security brokers and dealers and their employees com- 
prise but 2.3 per cent of the national figure. Few of these in- 
stitutions possess the requisite capital and staff for extensive 
underwriting operations. Only five of some 745 security issues of 
$1,000,000 or more in size were managed by southern houses and 
their purchase participations in other issues totalled but .1 of 1 
per cent of the offerings.'*° Of the 20 registered security exchanges, 
the New Orleans exchange alone is located in the South. 

Low per capita income and savings, racial heterogeneity, limited 
urbanization, restricted resources and industrial skills, and in some 
quarters a pathological distrust of the process of industrialization, 
account in part for these institutional lags. They punctuate 
alike the demand for capital imports which have played a major 
role in certain industries. There has been, nevertheless, a sur- 
prising amount of indigenous industrialization. A comprehensive 
analysis of the financial methods employed in this process is not 
available, but sample studies suggest the broad outlines. From 
the establishment of the cotton textile industry to the recent 
construction of pulp and paper fabricating plants, local capital 
subscriptions have been supplemented in varying proportions by 
bank loans, expensive credits obtained from machinery and 
equipment manufacturers, costly funds secured from factors and 
discount houses, dear trade credit, and a substantial reinvestment 
of earnings despite faulty depreciation policies in the period 
prior to income taxation.!? 


16 Selected Statistics on Securities and Exchange Markets, Tables 26, 27, 33. The South is here 
used to include the 11 states south of the Potomac and east of the Mississippi plus Arkansas. 
These issues were registered during the four and one-half years ending June 30, 1938, and 
totalled $7,583,895,000. 

17 Broadus Mitchell, Rése of Cotton Mills in the South, chap. 4;O. T. Mouzon, “Recent De- 
velopments of the Southern Pulp and Paper Industries and Their Economic and Social 
Implications,"’ unpublished doctoral dissertation at the University of North Carolina. De- 
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The present juncture finds the South in a precarious economic 
position. The markets for its major agricultural products are 
disrupted and technological changes have reduced the demand for 
agricultural labor. An acceleration of the process of industrializa- 
tion is needed. To the extent that this development is indigenous, 
it will be achieved by relatively small business units; but existing 
capital handicaps retard the rate of their progress in the South 
and elsewhere. 

As numerous forces are involved in these high capital costs, 
diverse remedies have been suggested. Amendments to the 
Securities Act which would raise and render mandatory the 
exemption level would eliminate some of the expenses incident to 
registration. While these expenses are relatively high for small 
issues, they constitute a minor fraction of total flotation costs, 
and any savings, so effected, might prove false economy for 
regularly marketed issues. Revisions in the tax structure and the 
elimination of tax-exempt securities might stimulate the flow of 
capital into the fringes of enterprise, but they would not change 
the institutional framework. 

Currently, the defense program is exercising an ameliorative 
influence in some industries as governmental contracts may be 
assigned for loans by existing institutions, including the R.F.C. 
Temporary expedients do not suffice. There is an apparent need 
for a limited number of regional capital banks to perform the 
specialized function of provisioning those strata of enterprise now 
inadequately served.'8 

These institutions could cor.ceivably be sponsored by the 
government, by private enterprise, or by a combination of public 
and private effort. Governmentally owned and operated institu- 
tions would constitute a further invasion of private enterprise, 
further stifle individual initiative, and raise serious issues of equity 
and efficiency. On the other hand, private capital has not shown 
sustained interest in the capital needs of small firms and may be 





spite the fact that the cost of production of unbleached sulphate pulp in the Southern region 
in 1934 was $23.64 per ton as compared with $27.66 in the Pacific Coast region and $37.80 
in the Lake and Central region, financing the new southern project was difficult. 

18 See R. R. Nehemkis, ‘“Wanted: New Banking System for Small Business’’ Bankers 
Magazine, June, 1940. For the situation in England see A. T. K. Grant, A Study of the 
Capital Markets in Post-War Britain. 
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unable to meet them. Perhaps, a quasi-public institution which 
would utilize public and private funds, with management and 
responsibility equitably allocated, could best cope with the 
situation. 

Without attempting to resolve its form, there are identifiable 
elements which should enter its construction. The banks should 
operate under federal charters, each within an appropriately 
limited region. Each bank should possess substantial funds 
raised through the sale of its own varied issues, a portion of which 
could assume a collateral trust character. It should be empowered 
to make loans to, and invest in the equities of, small enterprises on 
terms dictated by long-term business standards and prospects, 
rather than on the basis of immediate salability, as investment 
banks are forced to do. Participation in a large number of in- 
dustrially distributed risks should provide a factor of safety 
sufficient to justify the financing of venturesome projects as 
windfall profits in some would compensate for losses in others. 

Each bank should have adequate technical talent to enable it 
to serve as a financial midwife and in a continuing supervisory 
capacity when required. It should make maximum use of the 
intimate knowledge and continuity of contact which commercial 
banks possess of local businesses which require capital they cannot 
provide. To this end commercial banks should be authorized to 
make limited capital subscriptions to the regional bank, and 
reciprocal agency relations should be established on a basis of 
mutual advantage. The province of the regional institution 
should be carefully defined to insure adequate service to industry 
and avoid duplication of effort with existing institutions whose 
cooperation is necessary to its economical and effective operation. 

Issues of greater magnitude than those just presented now 
confront the nation. The life and death struggle for the survival 
of political and economic freedom has necessitated a major defense 
effort. But it is not idle fancy to observe that unchecked corporate 
concentration and cartellization facilitated the politico-economic 
organization which is now aspiring to world domination. Once 
the control of basic industries and finance is sufficiently centralized 
and the hierarchy of management established, it is relatively easy 
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for the political adventurer to adapt these instruments of economic 
power to his own ends. 

The survival of competitive capitalistic enterprise in America 
would therefore seem to depend on the reasonable restraint of the 
process of corporate and financial concentration, and the mainten- 
ance of those conditions which are essential to the continuing 
generation of independent business units in old and new industries. 
Adequate capital facilities for small and moderate-sized firms would 
contribute in a crucial area to this end. Within the limits of 
natural resources and labor skills, they would promote a greater 
diffusion of industry and counter the trend towards excessive 
urbanization in some regions. They would liberate the energies 
and creative abilities of a considerable number of businessmen, 
and lengthen the life-span of the competitive process. 














REGIONAL DIFFERENCES AND THE FUTURE OF 
MANUFACTURING IN AMERICA 


JOSEPH J. SPENGLER 
Duke University 


In this paper two questions are considered: (1) What constitutes 
an economic region? (2) What significance do present interregional 
differences have for the future of manufacturing?! 


I 


What constitutes a region cannot be expressed in hard and fast 
terms. Whereas a region is distinguishable from a system, the 
differentiating characteristics of each are alike in that they are 
reducible to terms of homogeneity, heterogeneity, independence, 
and interdependence. A region may be described as a spatially 
circumscribed conjunction of properties which, considered as a 
group, demarcate it from other and different conjunctions; it 
will be more or less spatially inclusive, other things equal, ac- 


1 For treatments of the regional approach see H. W. Odum, Southern Regions of the United 
States; H. W. Odum and H. E. Moore, American Regionalism; National Resources Committee, 
Regional Factors in National Planning and Development, and later specialized studies; A. R. 
Mangus, Rural Regions of the United States; Lewis Mumford, The Culture of Cities. Factual 
and analytical materials, of import to this essay, are to be found in W. F. Ogburn, Social 
Characteristics of Cities; J. R. Smith and M. O. Phillips, North America; C. A. Mills, Medical 
Climatology; E. W. Zimmermann, World Resources and World Industries; A. Lésch, Die rdumliche 
Ordnung der Wirtschaft, and Southern Economic Journal, V, 71-78; B. Ohlin, Interregional and 
International Trade; E. M. Hoover, Location Theory and the Shoe and Leather Industries; National 
Resources Committee, Structure of the American Economy; C. Goodrich, Migration and Economic 
Opportunity; C. E. Lively and C. Taeuber, Rural Migration in the United States; E. L. Thorndike, 
“‘American Cities and States,’’ Annals of the New York Academy of Sciences, XXXIX, 
213-98; R. R. Doane, The Anatomy of American Wealth, and articles in The Annalist, 1935-36; 
articles by B. U. Ratchford, The Annalist, Nov. 1935, and J. D. Black, Annals of the American 
Academy, CLXXXVIII 206-17; various reports of Department of Commerce on income 
by state, patterns of stores and sales, etc. For data pertaining particularly to the South 
see R. A. Harvill, Journal of Political Economy, XLVIII, 33-62; K. Evans, Social Forces, XVII, 
184-89; Proceedings of the Fifth and Sixth Annual Southern Social Science Research Confer- 
ences, 1939-40; Malcolm H. Bryan, Contemporary Georgia, a work which should be extended 
to cover the whole South. 
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cording as the number of properties conjoined to determine the 
region is less or more inclusive. A system, on the contrary, may 
be described as an independent universe of interdependent objects 
and processes between which universe and any other universe there 
is, in the abstract, zero interaction, and, in reality, comparatively 
little interaction. If, now, a system is defined as an assemblage of 
regions, some of which are dissimilar and some of which may be 
similar, the regions composing the system will be more or less 
interdependent whereas the system, by comparison, will be 
independent of other systems or assemblages of regions. Further- 
more, the system will be less homogeneous throughout than any 
one of the spatially delimited parts, or regions, composing it. 

What constitutes a region is more difficult to express in the 
concrete than in the abstract. Two circumstances usually are 
responsible for the selection of the properties conjoined in practice 
to determine a region and set it off from other regions: (a) the 
question being subjected to analysis; (b) the character and the 
amount available of data suited either to distinguish regions, or to 
reflect the properties which differentiate regions. Occasionally, 
particularly in the field of political science, regional classification 
is determined by the process (e.g., administrative) that must be 
continually carried through. As a result of improvements in 
methodology and in the character of the data available, present-day 
region-isolating classificatory systems (e.g., those of Odum and 
Mangus) are more complex and dynamic than the single-index 
(e.g., climate) systems emplcyed in the past. 

Of the various bases on which economic regional classifications 
may be built, the most satisfactory for economic analysis is that 
which emphasizes interregional differences in factor equipment, — 
differences in the proportions in which the factors of production, 
human and nonhuman, occur. Not only does such a basis facilitate 
dynamic analysis of problems associated with regional differences; 
it also takes into account the fact that seldom can a single simple 
index, say climate, beemployed to distinguish effectively one portion 
of a large geographic area from another. Moreover, since econ- 
omics is largely concerned with factor combination, it is but 
proper that regional differences be expressed in terms of relative 
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factor supplies. The fitness of a region for the production of 
specific goods and services depends, transfer relations (i.e., the 
circumstances which determine the costs of overcoming distance) 
being taken as constant, principally upon the proportions in which 
the several factors occur in that region. Upon the same condition 
depends the export-import status of a region; for while there is a 
tendency on the part of the inhabitants of a region to consume 
supra-national-average amounts of some of the goods and services 
to the production of which the region is oriented,’ interregional 
differences in factor consumption rates do not cancel out the pric- 
ing effects of interregional differences in factor equipment. 

Economic regional classification schemes, even when based upon 
differences in factor equipment, are inadequate unless they allow 
for the essentially noneconomic circumstances which control in 
large measure the rates of growth of factor supplies, and which, 
therefore, operate through time to intensify or to diminish inter- 
regional differences in factor equipment, consumption patterns, 
interclass relations, and so on. Geographic conditions often 
influence the shape and content of regional cultural patterns.* 
Furthermore, evidence amassed by regional sociologists suggests 
that regions are social units, with comparatively homogeneous 
and uniform cultures, and that, because of interregional cultural 
differences, the personality patterns, the habit systems, the senti- 
ments, wishes, interests, loyalties, and so on, of the populations of 
the several American regions tend to differ.‘ 

Since neither the transfer relations of a region, nor its factor 
equipment, remain constant, the character of any multiple-region 
area is subject to change. Changes in the transfer relations of 
regions alter both intraregional and interregional division of labor 


2 “The tendency, of course, is to consume in each country those goods which in terms 
of utility and nutritive value are most economical.’’ See A. H. Hansen, Economic Stabiliza- 
tion in an Unbalanced World (New York, 1932), p. 253- 

3E.g., see Zimmerman’s discussion of the relation between “‘resource patterns, culture 
areas and economic systems,"’ op. cét., chap. 10; R. R. Martin's account of the development of 
the Pacific Northwest, Social Forces, XVII, 19-40, 309-23; also R. E. Park's discussion of 
“‘succession,’” American Sociological Review, 1, 171-79. 

4 See J. O. Herizler’s articles on the sociological and psychological aspects of regionalism, 
Social Forces, XVII, 17-29, 331-37; also J. A. Queen, sbid., pp. 161-68; also M. Hagood and 
M. Eaton, sbid., XVII, 495-502. 
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and strengthen interregional economic ties. For example, as 
Schmidt shows, “‘the rise of internal commerce after 1815’’—a 
manifestation of changing transfer relations—‘‘made possible a 
territorial division of labor’’ between the West, the South, and 
the East, and regional interdependence.’ So great has inter- 
regional interdependence in America since become that, allowance 
being made for differences between intraregional industrial struc- 
tures, no lag in the eastward or westward spread of prosperity or 
depression is evident.* In other parts of the world there have been 
analogous developments.’? So long as transfer relations remain 
subject to change, regional character will remain flexible. 
Inasmuch as a large proportion of the factor equipment of a 
region usually consists either of subclasses of the human factor or of 
species of man-made instruments of production, such equipment 
may be described as modifiable. Since most man-made equipment 
wears out in 10-30 years, since the productive portion of man’s 
life span generally does not exceed 40-45 years, and since both 
capital and labor may be added to, the factor equipment of a region 
may be transformed radically in 20-25 years. Even the effective 
natural resource equipment of a region is susceptible of some 
alteration through time in consequence of technological progress. 
The past century and a half has witnessed a secular increase in 
the potential modifiability of the composite factor equipment of 
regions; and this trend gives promise of continuing. The relative 
number of persons engaged in agriculture has continually fallen, 
and recently the relative number engaged in manufacturing and 
mining has begun to decline. An increasing proportion of the 


5 ‘Internal Commerce and the Development of National Economy before 1860,"’ Journal 
of Political Economy, XLVII, 798-822. 

6 ‘There is no basis whatever . . . for the opinion that the fluctuations of general busi- 
ness occur first in the East, then in the Middle West, and finally in the Pacific Northwest.” 
See J. Demmery and F. Ritchie, ‘“The Westward Lag in Business,"’ The Journal of Business, 
VII, 81. 

7 “Te is not until the later part of the century that the growing interdependence of the 
separate industries—due to reciprocal demand, wide markets and a more fully developed 
financial system—causes all industries to fluctuate in harmony."’ See J. H. Wilson, ‘‘Indus- 
trial Activity in the Eighteenth Century,’’ Economica, n.s., VII, 159. See also H. von 
Beckerath, Modern Industrial Organization, chaps. 1-2. Price history is today illuminating 
pre-eighteenth century interregional relations. 
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employable population in all the higher-income countries, and in 
the higher-income regions of given countries, is entering what 
A. G. B. Fisher has called the tertiary industries, a sector in which 
the human factor as distinguished from the material factor is 
relatively more important than in the extractive and the manu- 
facturing branches of the economy.* According to two estimates of 
what constitutes the ‘‘correct’’ allocation of workers among 
occupations, manufacturing and the extractive industries, which 
in 1870 engaged 68 per cent of all workers and in 1930 about 44-45 
per cent of the fully employed units, should occupy only about 
40-41 per cent of the working population.® Accordingly, if it 
may be assumed that human factors of production are more modifi- 
able per time period than nonhuman factors, it may be inferred 
that the factor equipment of regions will be susceptible of more 
rapid modification in the future than in the past, and that in 
consequence regions will become more fluid in character. 

Despite the secular increase in the potential modifiability of the 
factor equipment of regions, there has been no corresponding 
increase in the freedom with which productive factors, in particu- 
lar population, can be relocated or redistributed. For while the 
character of a region as a totality is more susceptible of transfor- 
mation today than formerly, given a powerful central will bent 
upon effecting a transformation, the freedom of action of any small 
component of a region is quite limited: the lack of freedom of these 
small components is analogous to the lack of freedom of an individ- 
ual entrepreneur in a competitive complex.!° Manufacturing 
has replaced agriculture as the principal controller of population 


8 For statistical evidence of these shifts in various parts of the world, and of the fact 
that they have elevated overall income, see C. Clark, The Condition of Economic Progress, 
pp. 1-16, chaps. 5-10; see also H. D. Anderson and P. E. Davidson, Occupational Trends in 
the United States. 

® This percentage is based upon data in National Resources Committee, Patterns of Resource 
Use, p. 25; and H. Loeb et al., Report of the National Survey of Productive Capacity, pp. 201, 348 ff. 

10 This point is well illustrated by Lewis Mumford in his analysis of the city as a region 
and as part of a larger regional framework. He concludes, with respect to the urban com- 
munity, that ‘“‘modern civilization will not be able to use its collective energies and collec- 
tive wisdom for the benefit of its members” until the control of urban land is reinvested in 
the community and thereby subjected to the control of a community-oriented will. See 
op. cét., pp. 328-31. 
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distribution;'! and forces which at any time and place limit the 
freedom of choice of the individual worker and entrepreneur in 
respect to location, and thereby foster concentration of population, 
have not diminished in intensity. Natural circumstances—the 
distribution of mineral and energy and similar resources and of 
fertile land—largely govern the location both of productive 
factors which are engaged in the extractive industries and in 
manufactures directly linked therewith!? and of factors which 
are occupied in servicing and supplying factors engaged in extrac- 
tive and related industries. Technical and economic circumstances 
restrict freedom of location in manufacturing and trade. Econ- 
omies of scale and concentration limit the dispersal of manu- 
facturing. Furthermore (cf. Lésch), even given an even 
distribution of raw materials and other circumstances affecting 
production and trade, an orderiy arrangement of markets, of 
nets of markets, and of systems of nets (or regions), evolves and 
sets limits to individual locational freedom. Finally, climatic 
and other conditions curtail freedom of location of employment 
in occupations based on tourism. 

However great the potential modifiability of the factor equip- 
ment of the several American regions, the regional pattern of the 
United States is not likely to change rapidly under the present free 
enterprise system and in the absence of communal pressures. The 
locational freedom of something like 60 per cent of the working 


11 “*Before the massive development of mineral resources that characterizes the Industrial 
Revolution the tendency was clearly towards a relatively uniform density of population 
over wide areas. The areas of significant concentration were small, and the areas of low 
density are obviously regions ill adapted to agriculture by reason of one or more deficiencies."’ 
See A. P. Usher, ‘“The History of Population and Settlement in Eurasia,’’ Geographical Review, 
XX, 122, also 130-32. Comparison of the population distribution maps in Sutherland's 
Population Distribution in Colonial America with later distributions leads to a similar conclu- 
sion. For later European data see H. Haufe, Die Bevilkerung Europas, and the writer's France 
Faces Depopulation, chap. 2. 

12 Freedom of location of factors in these branches of the economy is determined by the 
degree of scatter of the resources, by the state and trend of technology, and in part by the 
past history of human settlement. For treatments of actual and potential shifts in natural- 
resource exploitation, see W. G. Fritz and T. A. Veenstra, Regional Shifts in the Bituminous 
Coal Industry; National Resources Committee, Energy Resources and National Policy. Were 
solar or intra-atomic energy sources made commercially utilizable, a marked southward 
and Pacificward shift of industry would gradually become manifest. 
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population, viewed as individuals and not as a single-minded 
mass, appears to be quite limited. Since 28 per cent of the work- 
ing population is located close to resources, the total percentage 
directly and indirectly resource-oriented must be close to 40; even 
assuming a diminution of the relative number engaged in extractive 
and extractive-linked industries, the number of gainfully employed 
whose location is determined by these industries will comprise 
at least 30 per cent of the working population. At least another 
fifth of the working population is required to man or service that 
part of the nation’s manufacturing industries which, while not 
resource-linked, is highly concentrated. Raumwirtschaft theory 
would show the freedom of location, as individuals, of a con- 
siderable portion of the remaining 40 per cent to be spatially 
circumscribed. ! 


II 


In this section we shall examine manufacturing, in regional 
terms: (i) to demonstrate that manufacturing expansion con- 
stitutes the principal corrective for the present occupational and 
regional maldistribution of the American population; (ii) to 
indicate that regions within which manufacturing will expand are 
definitely limited in number; (iii) to describe present interregional 
differences in respect to factors governing the character and loca- 
tion of manufacturing, and to isolate regions slated for further 
expansion in manufactures. 

Gi) Income data indicate that the working population of the 
nation is occupationally and regionally maldistributed. In 
1929 per Capita income was under $400.00 in the southeastern area, 


18 In The Structure of the American Economy (p. 36), 28 per cent of the working population 
is described as located close to resources, 48 per cent as close to consumers, and 24 per cent 
as ‘‘relatively footloose.’’ Of those engaged in manufacturing, 8.7 per cent is described as 
located close to resources, 10.4 as close to consumers, and 80.9 as “‘relatively footloose.”” 
See also maps in sbid.; for British data see M. C. Daly, Economic Journal, L, 248-58. 

14 That is, we shall assume, much as the Physiocrats once assumed with respect to agri- 
culture, that manufacturing is the prime mover to which both the extractive industries 
and the distributive and service occupations adjust. Needless to say, this thesis is con- 
sistent with the thesis that the level of employment depends principally upon the level 
of investment. 
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and under $600.00 in the double tier of states lying to the west of 
the Mississippi; in the remainder of the United States per capita 
income was considerably higher. Moreover, while the national 
pattern has since changed slightly, it remains much as in 1929.15 
Within individual states a similar uneven geographical distribu- 
tion is to be found. For example, in Alabama in 1929, 6 counties 
including 31.4 per cent of the population received 53.4 per cent of 
the income produced; 46, including 43.9 per cent of the population, 
received 26.4 per cent.'® Since the interregional differences in 
money income are not, as a rule, compensated by variations in the 
cost of living,'’ they roughly measure differences in real income. 

While these income variations reflect in part the fact that the 
pressure of workers upon natural end artificial resources is greater 
in some areas than in others,'* and that the distribution of popu- 
lation by size of city!® varies from state to state, they are due in 
large measure to the fact that a much larger proportion of the 
working population is engaged in agriculture and less productive 
pursuits in some regions, states, and counties than in others.?° 
Accordingly, were part of the population nowengaged inagriculture 
and other less productive sectors of the economy shunted into man- 


16 See M. Leven, et al., America’s Capacity to Consume, chap. 4; for 1929-39 data see J. L. 
Martin, Survey of Current Business, Oct., 1940, pp. 8 ff., and Apr., 1940, pp. 8 ff. 

16 W. M. Adamson, Income in Counties of Alabama, 1929 and 1935, chap. 2. 

17 Several recent studies of urban living costs reveal intercity differences which, however, 
do not offset intercity income differences. See WPA, Intercity Differences in Costs of Living, 
and “Differences in Living Costs in Northern and Southern Cities," Monthly Labor Review, 
XLIX, 22 ff. 

18 For example, in 1929, net income per worker in agriculture in the three western divi- 
sions of states was two to three times that in the three southern divisions, because equip- 
ment per worker was so much greater in the three former regions. See Black, Annals, 
CLXXXVIII, 210 ff. Comparisons, by region, of capital equipment per nonagricultural 
worker with worker income, reveal a similar but not so striking correspondence. 

19 Per worker money income is generally greater in larger than in smaller cities. For 
example, in Michigan, in 1934, median income per employed worker, ranged from $980 in 
cities of over 40,000 inhabitants, through $873 in cities of 3-40,000 and $707 in towns and 
villages, to $473 in rural townships; in townships adjacent to cities of over 40,000 median 
income was $834 (Michigan Census of Population and Unemployment, p. 3). Wages and income, 
when stabilized for size of city, vary as to region; generally they are high in high income 
regions, and lower in low income regions. 

20 For supporting evidence see Odum, op. cit., p. 58; A. Edwards, A Social Economic Grouping 
of the Gainful Workers of the United States. 
































REGIONAL DIFFERENCES AND MANUFACTURING 483, 


ufacturing and the more productive nonmanufacturing branches of 
the economy, overall per worker output would increase, and a dis- 
tribution of the working population, consistent with less inter- 
regional and interoccupational inequality, would result. 

For the prevailing occupational and regional maldistribution of 
the working population a number of circumstances are responsible. 
First, marked differences in interregional and interoccupational 
rates of population growth, together with the fact that present 
migration, educational institutions, and employment agencies are 
inadequate to redistribute new increments of the working popu- 
lation, perpetuate existing maldistributions. Second, forces mak- 
ing for the restriction of competitive expansion in manufacturing 
and in many trades and professions check labor redistribution. 
Third, because of differentials in ease of entry into various branches 
of the economy, and because of the greater prevalence of ‘‘monopo- 
listic competition’’ in certain fields, some fields—especially 
agriculture and the distributive branches—continue to be over- 
manned. 

In 1929 manufacturing engaged approximately 10 millions— 
nearly 22 per cent—of the full time workers. Since, in 1937, 
approximately 10 millions were employed in manufacturing, and 
factory employment now is close to the 1937 level, it may be in- 
ferred that there is need for about 2.5 millions more of salaried and 
wage jobs in manufacturing, given a present man power of slightly 
over 56 millions.2! Given such an expansion in manufacturing— 
an expansion far greater than that between 1919 and 1937 when, 
despite a 23 per cent increase in population, the number of wage 
jobs in manufacturing increased only 13 per cent—interregional 
differences in employment and income would be greatly reduced. 

(ii) Because of direct and indirect technological, economic, 
and reciprocal-consumption ties that render many types of manu- 
facturing more or less interdependent, and because of the economies 


21 Whereas Means (Patterns of Resource Use, p. 25) estimates at 21.7 per cent the relative 
number of workers needed in manufacturing, Loeb’s (op. cif., p. 201) data suggest 24.1-24.7 
per cent. Accordingly, the required number ranges between 11.4 and 13.8 millions, and the 
average of these two estimates is here used. Civil service, construction, professional and 
personal service, and mineral production are also indicated as areas in need of relative 
expansion. 
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that in consequence flow from agglomeration, most manufacturing 
is concentrated in a few areas. This is well attested by such 
indices of concentration as have been computed for manufacturing 
in general, and for specific types of manufacturing in the United 
States and Great Britain. Accordingly, although the expansion 
of manufacturing in the United States has been characterized by a 
slight westward and southward drift, and punctuated by an inde- 
pendent development in the Pacific sector, the pattern of distri- 
bution, which was greatly influenced by the fact that Europeans 
first settled in number in the East and thereafter proceeded west- 
ward, has remained relatively fixed. Already in 1869, 53.3 and 
38.44 per cent, respectively, of the wage earners in manufacturing 
and several related branches were located in the 33 industrial areas 
and 13 large industrial areas listed in the census; the corresponding 
percentages in 1899 were 57.33 and 41.2. In 1899, 55.28 and 39.85 
per cent, respectively, of the wage earners in manufacturing were 
to be found in these two areas; the corresponding percentages in 
1929 were 56.16 and 39.68, and in 1935 55.53 and 4o.15.7% In 
1899, 73.2 per cent of the wage jobs in manufacturing were located 
in the 200 counties that in 1929 comprised the nation’s most 
important industrial areas and industrial counties; the corre- 
sponding percentage was 74 in 1929 and 73 in 1933.%4 In 1929, 
72.0 per cent of the wage jobs in manufacturing were located north 
of the Ohio and Potomac and east of the Mississippi where lived 
§7-7 per cent of the nation’s population; in 1899 the corresponding 
percentages were 77.4 and 52.2. In 1937 (see Table I) 22 per cent 
of all the wage jobs in manufacturing were concentrated in 0.3 per 
cent of the nation’s counties; 43.4 per cent were concentrated in 
1.2 per cent of the counties, and 70.5 per cent in 5.1 per cent of the 
counties. Only 11.4 per cent of the wage jobs were located in the 
84.5 per cent of counties with less than 2,500 wage jobs. 

The data presented indicate that, whatever may have been the 
original determinants of the location of manufacturing, the 


22 See F. B. Garver et al., The Location of Manufactures in the United States; PEP Report on 
the Location of Industry, pp. 262 ff.; see also maps in Structure of the American Economy. 
%3G. E. McLaughlin, Growth of American Manufacturing Areas, Table 22, p. 100. 
“D. B. Creamer, Is Industry Decentralizing, Table I, p. 10. 
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economies which accrue with the concentration of manufacturing 
tend to perpetuate such concentration; and that, in a laissez 
faire economy such as ours has been, the immediately prospective 
individual level of profit open to those who contemplate relative 
and absolute relocation is not, as a rule, deemed sufficiently in 
excess of the level being earned to induce such relocation. The 
data support but do not clinch the conclusion that “‘it seems more 
reasonable to expect that the industrialized counties of the future 
may number 250 instead of 200 than to look for any wide dispersion 


TABLE I 


Revative Number or Countizs, CLassirigD ACCORDING TO WaGz Joss LocaTED THEREIN, 
AND WaGE Joss CoNTAINED, 1937 











COUNTIES (BY SIZE) COUNTIES (PER CENT) Joss (PER CENT) 
| Pe see teams ohn: md. 0.3 22.0 
GES fons ssc «ag ss has cc eters re 43-4 
ROP IRIIONR 5.0.0.5 cdg tnenicg pene getrener 5-1 70-5 
Sh See eer weeny etree 9-4 81.0 
CGO NE a5 So oa 8c bee tee bas 15-5 88.6 
TAS GPU IE 5.5 Saison boca seaikiv dining oe eintions 26.0 94-4 

ee ie ie ht yA ce Ss oo Wm 100.0 100.0 











Source: Derived from Table V. 


of industry.’’* British data likewise suggest that concentration 
will persist.*° 


5 Ibid., p. 73- 

26 “It has been shown in the previous sections of this paper that the tendency in England 
and Wales over the last three decades has been for industry in general to become more con- 
centrated in the major industrial districts, and within the continuous central belt or coffin- 
shaped pentagon. The effect of the changes in the factors which influence location has not 
spread industry more widely over the country. The change from the use of coal to electricity, 
the change from the primary industries to assembly and later stages of production, and the 
development of road transport facilities, among other factors, have reduced the relative impor- 
tance of proximity to the sources of raw materials and increased that of concentrated markets 
in determining the location of industries. This, however, does not mean that it is becoming 
a matter of indifference as to where a factory in a particular industry is established. On 
the contrary, as the relative importance of proximity to raw materials declines, the relative 
importance of proximity to labour, supply and auxiliary services increases." See A. J. 
Wensley and P. S. Florence, ‘Recent Industrial Concentration, Especially in the Midlands,”’ 
Review of Economic Studies, VI, 155. 
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Giii) Other things equal, the areas most suitable, from an entre- 
preneurial point of view, for the expansion of manufacturing in 
general and of specific types of manufacturing, are those where the 
price: productivity ratio of relatively significant factors of pro- 
duction is comparatively low; the areas which are most suitable, 
from a social point of view, are those where the factors, when 
appropriately combined, are most productive. Unfortunately, 
the data available are not such as to permit a satisfactory resolu- 
tion of a question such as: In what states should an additional 
2,500,000 salaried and wage jobs be located? 

With respect to factors of production in general certain obser- 
vations may be made. First, since some interest rates no longer 
vary so much from one region to another,?’? and since pecuniary 
capital for the development of any one region may be obtained in 
regions where the interest rate is low, differences in interest levels 
can no longer exert the restrictive effect they once exercised upon 
manufacturing expansion in the South and West. (In proportion 
as the purchase-plus-delivery cost of capital equipment is higher in 
the South and West than in the North and East, capital cost per 
unit may be slightly higher in the former regions than interest 
rate differences suggest.) Second, wage rates, by area, differ in 
two principal respects: (a) they are lower in smaller than in larger 
cities; (b) they are appreciably lower in the three southern divi- 
sions of states than elsewhere.** To what extent these differences 
in wage rates per se favor the location in southern low-wage 
regions of industries in which the labor factor is relatively im- 


*7 For purposes of illustration we shall use interest rates, as reported, which reflect, if 
they do not adequately represent, regional differences. Horton's study of average interest 
rates on outstanding farm mortgages indicates that rates, while slightly higher in the South- 
west, are less than one-half per cent above the level prevailing elsewhere; 25 years ago the 
maximum interregional spread approximated 3} per cent. (Agricultural Finance Review, 
III, 1-10). Rates on state and local funded debts already in 1930 differed by less than x per 
cent (D. C. Horton, Long-Term Debts in the United States, pp. 173-79). In 1939 rates charged 
customers for new commercial and industrial loans in seven northeastern cities and eleven 
southern and western cities, respectively, were 2.87 and 3.01; in 1928, 5.16 and 5.41. See 
1940 Supplement, Survey of Current Business, p. 51. 

28 For sample data see M. Leven, The Income Structure of the United States, pp. 41-46, 150-65; 
C. Roos, NRA Economic Planning, pp. 146-72, 236-37; N. I. Stone et al., Productivity of Labor 
in the Cotton-Garment Industry, pp. 6, 20, 126-31. 
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portant, cannot be indicated without an analysis, not here under- 
taken, of differences in labor productivity.2* Third, while the 
annual wage in both manufacturing and retail trade is appreciably 
lower in the three southern divisions, and in the included cities, 
that in retail trade is usually somewhat higher than that in manu- 
facturing; wherefore expanding manufactures must draw labor 
from agriculture where income is very low, and from the incre- 
ment of new workers annually added to the population of working 
age.*° 




















TABLE II 
Wace Joss 1s MaNnuracturING, 1899-1937, AND PoputaTIoNn GrowTH, 1930-40 
WAGE JOBS PER CENT 
INCREASE 
REGION IN POPULA- 
a | 9m | ae | oy | Bm 
Manufacturing Belt..... 3,644,801 | 6,790,037 | 6,357,681 | 6,147,208 5-0 
Manufacturing Belt Pe- 

MTs ces 6oc0s00 301, 496 543,587 551 122 497,096 6.6 
gS 123,206 435,179 471,246 469,431 21.7 
DOIN x 6.5. 55i0050 3s dys 407,051 559,643 910, 477 988 , 037 11.4 
Texas—Louisiana........ 79, 482 205 , 787 221,843 205,558 11.1 
Manufacturing States 156,727 562,139 326,374 261, 901 5-2 
United States .....<..5..:.- 4,712,763 | 9,096,372 | 8,838,743 | 8,569,231 7-2 














Source: U. S. Census of Manufactures, 1937; T. Thompson, Location of Manufactures. 


In Tables II and III we give in absolute and relative terms the 
number of wage jobs in manufacturing for six regions. In the 
Manufacturing Belt we have included Delaware, Maryland, and 
all the New England, Middle Atlantic, and east north central 
states—the 16 states which in 1929 ranked highest in ratio of 
wage jobs to population. In the Manufacturing Belt Periphery 
we include 5 adjoining states, Minnesota, lowa, Kentucky, Mis- 


29 Roos states (op. cit., p. 168) that ‘‘it seems .. . that . . . significant regional differences 
in labor productivity probably exist in all industry.” 

30 For manufacturing and retail annual wages by states, see Thorndike, op. cit., pp. 234 ff, 
Urban data are given in C. T. Taylor, Some Relationships Between the Size of the City and Per 
Capita Governmental Cost and Debt (Duke University Doctoral Dissertation, Appendix D). 
For rural wages, see Black, Annals, loc. cit. 
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souri, and West Virginia, only the last two of which are relatively 
important as manufacturing states; while each contained more 
than 75,000 wage jobs in 1929, all had a less than national average 
ratio of wage jobs to population. Texas and Louisiana have been 
grouped together because of certain similarities in industrial 
structure and location. In the Nonmanufacturing Area have been 
included the District of Columbia and 15 states in which manu- 
facturing is unimportant and probably will remain unimportant, 
provided the American population does not grow beyond 145-150 
millions. The Pacific Area comprises the three Pacific states. 
The Southeast includes Virginia, the Carolinas, Georgia, Tennes- 
see, Alabama, and Florida, in all but the last of which manufac- 
turing has continued to expand. 


TABLE III 
Wace Joss in ManuracturinG, By Per Cent anv Racion, 1899-1937 

















REGION 1899 1919 1929 1937 
INET TENE... c ss cpcaccecwecs'eseee 77-3 74.6 71-9 93.7 
Manufacturing Belt Periphery.............. 6.4 6.0 6.2 5-8 
MIR SS sc: 0cis aku c44 ek eie ew eianer es 2.6 4.8 2.3 5-5 
EE Seine py below onsen ana Moawiews ae oe 8.6 6.2 10.3 11.5 
I, « acwineanesan sig ens sae ate re a3 ‘4 2.4 
Nonmanufacturing States................. $.3 6.2 3.7 3-1 





Source: Calculated from Table II. 


Of these six regions, only the Southeast has experienced an 
increase since 1919 in the absolute and relative number of wage jobs 
in manufacturing; for in this region are located six of the ten states 
with a greater number of wage jobs in 1937 than in 1929 and 
1919." In the Pacific Area the total failed to expand despite 
slight increases in California and Oregon; the relative number in- 
creased, however. The Texas-Louisiana share has remained 


31 The other four are Michigan, Maryland, California, and Oregon. Maine and Con- 
necticut in 1937 contained more wage jobs than in 1929, but fewer than in 1919. The figures 
on which this statement and the tables are based have not been adjusted for changes in census 
classification. The unadjusted national totals are: 1919, 9,096 thousands; 1929, 8,839; 
1937, 8,569. The adjusted national totals are: 1919, 8,431; 1929, 8,381; 1937, 8,569. As the 
eliminated wage jobs were relatively scattered, the unadjusted figures reveal the true trends. 
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fairly constant, but the absolute number remains below the 1929 
level. In the three remaining areas the absolute and relative 
number of jobs has declined. The Southeast thus appears to be 
the only large contiguous area where manufacturing continues to 
expand. 

That a considerable proportion of such future manufacturing as 
takes place in the United States will take place in the South, 
especially in what we have called the Southeast, is supported by 
data presented in Table IV. (These data have been computed by 
census divisions rather than for the six regions because the data 
are so arranged, and because reduction to a six-region classi- 
fication will not greatly increase the significance of the results.) 
First, since the rate of population growth is above the national 
level in the three southern divisions, since both rural natural 
increase and the rate of growth in the population of working age 
are higher there,** since the bulk of the excess rural population is 
located there,** and much migration is for short distance,** the 
potential supply of labor available to the Southeast is relatively 
large. Were agriculture in the three southern divisions to give 
up 13 million workers, there would still remain a sufficiency of 
persons to supply the distributive and the service fields. Second, 
since value added per person employed in manufacturing in the two 
eastern southern divisions appears to be relatively low largely 


82 See articles by T. J. Woofter and C. Taeuber, Rural Sociology, IV (1939), 275 ff.; V (1940), 
399 f. 

33 In column 14 two estimates of excess agricultural population, as of 1929, are given. 
The lower estimates are based upon the supposition that in order for per worker output, by 
division, to be raised to the national level (see output data in Black, Annals, p. 214) the 
indicated numbers must abandon agriculture. The larger estimates were arrived at as 
follows. For each division the excess farms were presumed to equal, in per cent, all farms 
producing less than $1000 in gross product value minus all part-time farms divided by all 
farms as reported in the 1930 census. The number reported as employed in agriculture in 
1930 was then multiplied by this percentage to obtain the absolute number of excess males. 
While each of these measures is crude, the implication that the bulk of the excess farm 
population is in the South is strengthened by the fact that the farm population increased 
about 2.1 millions in 1930-40 according to USDA estimates; an increase of 1,140,000 is 
reported for the South Atlantic and east south central divisions. 

34 For data on internal migratory tendencies in the United States see Goodrich, op. cét.; 
C. J. Galpin and T. B. Manny, Interstate Migrations; ‘‘Population Problems in the South," 
Part Il, Southern Economic Journal, IV, 9-27; articles by Taeuber and Westfeld, Social Forces, 
XVI, 503 ff.; XIX, 213 ff. 
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because equipment per worker is low and because the relative 
number of nonagricultural workers of little skill is high,** output 
per employee in manufacturing appears to be susceptible of an 
appreciable increase in these divisions. Third, the data on 
average wage and ratio of wages-plus-salaries to value added 
suggest the possible existence, in the three southern divisions, of a 
supra-average level of profit sufficient to induce an expansion of 
manufactures in appropriately located southern states.*¢ 

The data in Table IV do not suggest per se that manufactures 
will not expand, or should not expand, in nonsouthern regions; 
nonetheless, their significance for these regions is difficult to 
gauge in view of the fact that manufacturing has shown so little 
tendency to expand there in the past two decades. Unfavorable 
to the Manufacturing Belt is the fact that population is growing 
slowly there, and that population reservoirs to the west may dry 
up. Favorable is the fact that natural increase remains high in the 
southern divisions whence have come many workers, and that 
per capita output is high. Climate, high productivity, ability to 
draw population from all over the United States, and favorable 
market location may foster further expansion in the Pacific division 
despite the low rate of natural increase. 

Although the pattern of manufacturing wage-job distribution 
varies from region to region, the influence of economies of con- 


35 On the assumption that one-third of all tenants and farm owners are unskilled, 44.4 per 
cent of the gainfully employed males in the three southern divisions are unskilled; the cor- 
responding national average is 33.6. 

36 **Value added by manufacture’’—i.e. the total value of products minus the cost of 
materials, supplies, containers, fuel, purchased electric energy, and contract work—is not 
a truly net value, for a number of overhead items are included. In 1929 ‘‘net value added”’ 
expressed as a percentage of census ‘‘value added by manufacture’’ was 63; it would be 70 
on condition that taxes, interest, and rent are not treated as deductible expenses. In 1937 
the percentage corresponding to the former was 65; it ranged from 52 in foods, beverages, 
and tobacco through 58 in chemical and petroleum products to 68 in paper products, printing 
and publishing (see S. Fabricant, The Output of Manufacturing Industries, 1899-1937, PP. 346-50). 
Were internal-revenue taxes on tobacco products included in value added by manufacture in 
the South Atlantic division, value added per employee would be about 22 per cent greater, 
or nearly $2400 in place of $1966. In view of the limited significance of ‘‘value added by 
manufacture’’ more refined analysis than is here attempted is necessary to establish the 
existence of supra-average profits in the South, and to indicate true interregional differences 
in output per employee. 
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centration is evident. Three-fifths of the wage jobs in the South- 
east are located in counties with less than 10,000 wage jobs; 
corresponding percentages for the Manufacturing Belt, the Periph- 
ery, Texas-Louisiana, and the Pacific regions are 17.5, 53.1, 63.1, 
and 49.7 (see Table V and column 5 of Table IV). Most of the 180 
southeastern counties with 1,000 or more wage jobs (19 contain 
over 10 thousand; 34, 5-9.9; 41, 2.5-4.9; 86, 1-2.49) form part of 
an essentially continuous belt of counties running from western 
Virginia to northern and eastern Alabama. In the Pacific area, 
































TABLE V 
Retative DistrisuTion or Wace Joss, sy CounrTixzs, 1937* 
root & | got-39-9 | r0t-399 | st-o9 | 2st-49 | rho49 REST 
REGION 
C |Jobs | C |Jobs | C | Jobs| C | Jobs| C | Jobs| C | Jobs| C | Jobs 
Manufacturing Belt|1 .0|28.5}3 .8/28.3|11.9|25.7|10.3| 7-7|13-1| 5-0|16.9] 3.0/42.8] 1.8 
Manufacturing Belt 
Periphery .......| —| — Jo.2|19.2| 1.3/27.7| 2.3]15.0] 5.0]16.2] 5.7] 8.4|/85.5|13.5 
Southeast......... —| — | —| — | 3-0134-3] §-4/23.9] 6.5]15.0]13 .6]13.4/71.6)13..2 
Pacific Coast...... 0.8|27.4| —| — | §-3]33-1] 7-5|13-9]12-0]11.9]21.1| 9.3/53-4] 4.6 
Texas—Louisiana...| —| — | —| — | 1.3]36.6] 0.6) 7.7] 2.5]13.2) 7.5|17.4|/88.1/24.8 
Non-Manufactur- 
ing............-| —| — | —| — | 0.4]14.0] 0.6/1.9] 1.0] 9.9] §-2125.21/92-.9139.0 
Total..........|0.3/22-0]0.9]21.4] 3.9|27.1] 4.3|10.§| 6.1] 7.6]10.5] 5.8|74.1| 5.6 















































* Washington, D. C. excluded. C = Counties. f Thousands. Figures in body of 
table are in per cent. 


too, the counties with 1,000 or more wage jobs are generally 
contiguous. Along the gulf coast of Alabama and Mississippi 
there is a small cluster of counties with a thousand or more wage 
jobs. Wage jobs in Texas are located principally in important 
industrial counties; the few less important counties are scattered. 
In Louisiana and Arkansas contiguity rules. The Pacific and 
southeastern patterns suggest far greater potentialities for develop- 
ment than do the patterns of other areas outside the Manufacturing 
Belt. 

The counties in the southeastern manufacturing belt, together 
with adjoining counties, constitute an area large enough to permit 
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both the trebling or quadrupling of wage jobs in manufacturing, 
and the avoidance of the evils of high demographic concentration 
evident in portions of the Manufacturing Belt. It is to be inferred 
from (a) that large cities are growing less rapidly than the nation 
as a whole; (b) that the growth rate is relatively higher in less 
densely populated cities and in the counties surrounding larger 
cities; and (c) that city planners favor the dispersion of industrial 
activity and living over wider areas; that the individual and the 
collective desire and demand for space can and must be satisfied in 
much greater measure than in the past. Since the industrial pop- 
ulation of the Southeast is not yet so rigidly settled as that of much 
of the Manufacturing Belt, and since smaller communities are 
relatively flexible, the manufacturing area of the Southeast can be 
converted into a belt of small cities and towns, politically and 
economically more wieldy than the large urban components of the 
Manufacturing Belt. It is not likely, however, that this end will 
be realized in the absence of state-transcending regional planning. 

While it is not our intention to make a case for a regional ap- 
proach to American economic problems, it appears evident that, 
were these problems so conceived, and were the 48 states replaced 
by six or eight regions (such as Odum has isolated) in so far as 
economic government, administration, and policy-making are 
concerned, far more could and would be done than is being done to 
secure a better interindustrial and interregional distribution of 
mobile resources, and to dissolve existing barriers (monopolistic 
and mental) to the further expansion of manufactures. 
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Since the passing of the isolated ‘‘block’’ plant, electric power 
has been called a regional problem. But what constitutes a 
‘‘region’’ remains highly ambiguous. It is assumed that we are 
not concerned with geographic divisions designed for adminis- 
trative purposes which need have no economic significance. 

Economically, a region may be defined in terms of cost conditions 
and price-making forces. Thus, the process of industrial growth 
has been regional because localization of certain resources like 
harbors, rivers, coal, iron, etc., tends toward a concentration of 
productive facilities and population which is cumulative as costs 
of transportation to, and service in, such favored areas are low- 
ered. Competition, allowed full sway, would be expected tolower 
prices in surplus relative to other regions by the cost of transpor- 
tation and handling to those other areas. 

Given, however, arbitrary barriers to market expansion or 
outright subsidization within an area, natural localization of 
resources becomes a basis for ‘‘discriminatory regionalism’’, a 
potential maladjustment in use of resources no matter how ad- 
vantageous in the short run it may appear to be. Discriminatory 
regionalism may be desirable for reasons other than economic. 
Even within the national economy it may be justified as a tem- 
porary device to demonstrate social and economic potentialities 
which monopolistic enterprise has been unable, or unwilling, to 
explore. But it should be no part of a permanent or general 
pattern for national improvement. 

It would be naive to assume that all regions or market areas 
fall within the simple dichotomy of competitive areas (measured 
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by uniform price at the point of production) and discriminatory 
areas (as indicated im part by variations in such prices). The 
complex conditions and considerations which govern the decisions 
of business men in the absence of collusion—product homogeneity 
or differentiation, the size of investment and the relation of con- 
stant to variable costs, number of sellers and consequent impact of 
the action of one on the business of rivals, conditions of sale 
(whether production is for stock or to specification), number and 
size of buyers, elasticity of demand and so forth—affect both the 
conformation of the market area and the behavior of price within 
that area. But analyzing these would take us too far from the 
crux of electric power as a regional problem. 

The task is to discuss those aspects of the electric power industry 
which are relevant to the determination of its economic market 
area or region, and the criteria of economic price within that area. 
More specifically, the industry characteristically is organized 
vertically, with generation, transmission and distribution under a 
single management; and, traditionally, price has been determined 
with relation to costs of each utility in its own service area. Is 
the service area of an electric utility a proper region within which 
to determine the economic price of power? Is the vertical in- 
tegration of the power industry consistent with the attainment of 
optimum efficiency and conducive to maximum economic use of 
electricity? 

Despite the fact that generation and transmission costs make up 
only a small part of the price of power to the ultimate consumer, 
the problem of distribution is ignored in this paper. In part this 
decision is required by space limitations but there are more im- 
portant reasons for the selection. 

Distribution costs are less a function of the size of the area than 
generation costs.! Economies of large-scale production are 


1 Whereas generation costs ate measured in mills, distribution costs are figured in cents 
per kilowatt-hour. Steam generation, however, is governed by decreasing costs as the size 
of plant increases while distribution costs are more likely to be constant or increasing as the 
distribution area is extended. A good discussion of generation, transmission, and distribu- 
tion costs is included in Bauer and Gold, The Electric Power Industry, chap. v. For a detailed 
study of distribution costs, see The Power Authority of the State of New York, Report on 
Cost of Distribution of Electricity, Nov. 10, 1934. 
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quickly exhausted in distribution while conditions of potential 
load—variety of consuming industries, habits of the population 
with regard to the amount and kind of work performed in the 
home (i.e., cooking and baking, laundry, water-heating, etc.), 
and many others—set varying limits to average use of electricity 
irrespective of price and conditions of sale. Generalization with 
regard to distribution areas is therefore more dubious. The prob- 
lem is not so much regional as local and cost comparisons are 
hazardous. 

Furthermore, no matter what the solution of the distribution 
problem, an essential first step is a generation and transmission 
system which will bring to each distributor the economies of large- 
scale generation without discrimination. Hence the questions 
discussed herein are pertinent to and their solution essential to 
proper distribution even though issues raised by that phase of the 
subject are not analyzed directly. Even with these limits it is 
clear that the analysis must be summary. Three explicit assump- 
tions are made. 

1. The object of economic effort is to maximize the use of re- 
sources within the limits of price and cost in the long run. For 
this reason discriminatory regionalism (defined above) will be 
regarded as uneconomic, even though its social desirability under 
certain conditions is admitted. 

2. Cheap and abundant electricity is, if not a prerequisite of, 
at least an important element in rejuvenation of backward areas, 
exposure of new “‘economic frontiers’’, and raising standards of 
individual and communal life. As demonstrated by the Tennessee 
Valley Authority, low price, accompanied by favorable conditions 
for purchase, has modified upward the standard of reasonable 
average use, even for remote and sparse areas. Maximum exten- 
sive and intensive use of electricity within the limits of applicable 
cost, therefore, is accepted as the only object consistent with pub- 
lic interest. 

3. No matter how troublesome political factors may be, it is 
assumed that, in the long run, public policy should parallel sound 
economics. Therefore attention is confined to the long-run issues, 
more particularly to regional price problems. 
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Traditionally, the price of power has been governed by the costs 
of the individual supplier. We are not concerned at the moment 
with what costs nor with the proliferation of rate forms adduced 
in part from analysis of such costs. Implied in this method of 
pricing is the assumption that the economic region for power cor- 
responds with the service area of the utility. For the early 
““block’’ plant, this squared with the fact. With the evolution 
of the central station, however, and the gradual growth of power 
systems by the acquisition of other properties, the service area of 
many utilities lost all resemblance to a region that could be most 
economically served from a given generating plant or transmission 
system. 

Today, the feasible transmission range for electric power is up- 
wards of 300 miles. The economic transmission range, however, 
(limited by costs at the load from an alternative source) may be 
substantially less than this; and it is also apparent that the bound- 
ary delineated by economic transmission ranges may be highly 
irregular in radius. When the service area is governed by the 
ability or willingness of two or more parties to purchase and sell 
established distribution systems (of varying and sometimes un- 
wieldy size), the probability that resultant service areas will 
conform with the criterion of economic transmission range is very 
small. Probably nobody would hold that the present service 
area of the T.V.A., for example, would meet such a test.? 

Artificial delimitation of service area becomes discriminatory 
whenever cost within that area is employed as a basis for price 
determination. When, for example, as in the case of T.V.A., 
low-cost sources of power are combined with a service area smaller 
than economic transmission range and wholesale prices are fixed 
with reference to those costs, potential customers, within economic 
transmission range but outside the service area, are discriminated 
against. Low-cost hydro sites are a natural resource, the supply 
of which is severely limited. Whenever the market within eco- 

2 The market area for T.V.A. power is discussed at some length in Joint Investigation of 


T.V.A., 76th. Congr., rst. Sess., Sen. Doc. No. 56, pt. 3, append. B, Engineering Report, 
p. 75 ff. and p. 383 ff. 














498 MELVIN G. pz CHAZEAU 


nomic transmission distance exceeds that supply, so that the area 
served is less than the economic market, the economic price of 
wholesale power should be governed by the lowest cost attainable 
under the best alternative—modern steam plant at equivalent 
load.* This criterion of economic price is even more appropriate 
for T.V.A. because, in a multiple-purpose project, the “‘cost’’ of 
power is itself arbitrary no matter what the basis of allocation 
employed.‘ Surplus revenues above the added costs of including 
power among the multiple purposes of the authority would be the 
monetary expression of the differential advantage of the low-cost 
sites. These surpluses should be freely disposable by Congress in 
the public interest either in the Tennessee Valley or elsewhere. 

What is true of T.V.A. is equally true, if less obvious, where- 
ever the service area of an electric utility does not correspond with 
its economic transmission range. The failure of pricing in electric 
power to pace the extension of its market with changes in tech- 
nology is, in the writer’s judgment, a major source of what is 
defined as discriminatory regionalism. Coupled with prices 
based on present rather than future costs, it has prevented the 
achievement of many of those objectives which brought electric 
power into the public utility category. 


Ill 


Within the economic region for power, are the price conditions 
similar in character to those for other industries? The market 
for an ordinary industry will be circumscribed roughly by trans- 
portation and handling costs, and price will generally vary in 
accordance with these latter costs. But economic and technical 
conditions in electric power are inconsistent with this result. 


’ This assumes that the economic market will absorb total output within a reasonable 
period of time. Since the predominant proportion of hydro-electric generating costs (and 
even transmission costs) are constant relative to fluctuations in kilowatt-hours generated 
and sold and a large proportion of investment is a ‘‘sunk”’ cost, full use of available produc- 
tive capacity in a hydro-electric system is the ultimate economic criterion of pricing. 

4 Allocation methods are discussed in T.V.A., Investment of the T.V.A. in Wilson, Norris 
and Wheeler Projects, 75th Congr., 3d Sess., H.R. Doc. No. 709, p. 7 ff. Theoretical difficul- 
ties are analysed in E. S. Mason, *‘Power Aspects of the T.V.A.’s Program” Q. J. E., L, 
377-414, and in H. M. Gray, ‘Allocation of Joint Costs in Multiple Purpose Hydro-Electric 
Projects’’ Am. Econ. Review, XXV, 224-235. 
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Transmission costs are not strictly comparable to transportation 
costs. Unlike transportation, which is a function separately 
performed with only indirect repercussions on production costs, 
transmission (indeed, distribution as well) is an integral part of 
generation, occurring simultaneously with the latter at the moment 
of demand. That the transmission line is an extension of the 
generating station bus-bar is more than a metaphor. Cost of 
generation, for any given price of fuel, is determined by the size 
of units installed and the rate of utilization of capacity. But 
both depend in part on the area which can be served from a given 
station. Furthermore, once a transmission system has been built, 
the cost of operating that system is largely independent of use and 
the facilities are available for common use by wholesale contrac- 
tors within the limits of simultaneous demand and the capacity 
of the line.5 It follows that, within economic transmission range, 
the timing of demand and the volume of use are more significant 
than distance from the generating station.* In hydro power sys- 
tems, it is possible that the market may extend in a single direction 
from the generating site and that the transmission system, there- 
fore, may be highly elliptical rather than looped as is more com- 
monly the case. A zone pricing system based on distance from the 
source of generation seems more plausible in such a case. But 
this conclusion is dubious. The essential point is that cost of 
generation and economic size of generating plant are functions of 
volume and diversity of load to secure which the transmission 
system is required and neither the one nor the other investment can 
be determined independently or adapted closely to increments of 
demand. True, energy losses increase over long lines but energy 
is the cheapest service supplied by a power system. The exten- 
sion of a transmission line, then, is governed by expected additional 
revenues compared with additional transmission costs less reduced 


5 See Bauer and Gold, op. cét., p. 71. 

® Long transmission lines raise technical problems and increase costs (ébid., chap. iv), 
and therefore limit the economies which can be achieved at a central station through increased 
size of generation units and higher load factor (ébid., chap. ii). The extension of transmission 
lines, therefore, like the addition of generating plant must be governed by expected addi- 
tions to revenue related to met increases in cost. Once made, however, incremental costs 
within the limits of line capacity are practically negligible. 
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costs from more complete utilization of existing generating and 
transmitting facilities or from greater economy in larger units. 
But, once made, the new transmission facilities are an integral 
part of the entire system, jointly available for future demands 
fixed neither in time nor in volume. Extension of transmission 
line is comparable with and often governed by extension of gen- 
erating plant. In both, increments of investment must be large; 
in both, capacity must be governed by expected future demand. 

When the system comprises more than a single plant, even the 
source of power for a given customer becomes an indeterminate 
variable, or a variable which is directly controlled by the seller. 
In either case, source of power ceases to have significance for pric- 
ing on the basis of costs. 

Since the source of energy supplied at the tapping point is in- 
definite and the distance from the tapping point to the generating 
station or stations is without economic significance, the cost of 
power tapped from the transmission line is the same at all points 
so long as power is taken under the same conditions. Rate sched- 
ules which are uniform throughout the area served by any single 
plant or system of plants, therefore, have a basis in cost as well 
as in customer good will. In contrast, then, with the stimulus to 
cumulative concentration (governed by transportation and han- 
dling costs) of productive facilities for other industries, in the eco- 
nomic region for electric power there is a tendency toward the 
development of uniform rate schedules, a stimulus toward de- 
centralization. 

But if the economics of power generation dictates a uniform rate 
schedule within economic transmission distance, the interconnec- 
tion of systems brings a concatenation of power markets which 
may extend the area of uniform rate schedules even beyond the 
economic transmission range. The closer the concatenation of 
markets, the more compelling is the argument for a uniform rate 
schedule. Geographical and topographical obstacles make it 
unlikely that power systems will be so closely interconnected in 
this country as to evolve a national power system. But over wide 
areas, especially in the populous, industrialized East, one, or at 
most a very few, superpower regions would probably be adequate 
eventually for pricing purposes. 
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The conclusion is that the economic and technical characteristics 
of the electric industry require a regional development which has 
been obstructed by artificial impediments of ownership and polit- 
ical boundaries; and that, implicit in the evolution of the industry 
is an economic price, not only uniform through the economic 
transmission range, but also, by concatenation of interconnected 
regions, over a much wider area. 

Cost variations among existing electric utilities have multiple 
causes. But apart from the possession of scarce natural sources of 
power like well-located hydro sites and, less important, the avail- 
ability of low-cost fuel, variations in the cost of power for stations 
of the same kind and vintage are accounted for primarily by varia- 
tions in size of plant and in plant load-factor. That is, at any 
given rate of utilization of capacity, generating costs per unit of 
output fall with increases in the capacity of steam generating 
facilities. This is true decreasing costs. Optimum economy in 
such an industry requires volume output. But the development of 
volume business may be obstructed either by managerial price 
policies or by artificial limitations on the area to be served from a 
given station. So long as service area is a matter of ownership of 
distribution properties, the problem of freeing the generating sta- 
tion from the limitations of uneconomic size and use is magnified. 
And, so long as distribution, transmission and generating costs 
are merged in a single vertically integrated organization, the pos- 
sibility of attaining reasonable rates either by commission control 
or by cost comparisons with other utilities or government “‘yard- 
stick’’ operations, is minimized. 

In short, vertical integration of the industry, in the judgment 
of the writer, is unlikely to achieve potential economies in genera- 
tion; it is inconsistent with pricing in accordance with the eco- 
nomic market; and it is an obstacle to the attainment of maximum 
intensive use of electricity within the limits of applicable cost. 


IV 


Maximum economy in generation is achieved through concen- 
tration of load on the most efficient stations within economic trans- 
mission range (i.e., base-loading), adjustment of generating 
schedules to the operating characteristics of the kind of power 
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station available, and minimization of necessary reserve capacity 
by taking advantage of time differentials (demand diversity) on 
various parts of an interconnected system. Because of their 
complementary technical traits, interconnection of steam and 
hydro plants is particularly desirable. Water turbines may be 
raised from no-load to full-load almost immediately whereas 
steam turbines require from 10 to 12 hours of warming up. This 
inflexibility of the latter means substantial out-of-pocket expense 
in banking furnaces and maintaining steam pressure while, in a 
hydro plant, it is often possible to conserve water by storage 
during short periods of light load without additional expense. 
Finally, available water in most hydro systems is subject to 
seasonality which makes steam plant necessary if a substantial 
proportion of the power is not to be sold as secondary power. 
Interconnection of steam and hydro power, therefore, permits the 
maximum utilization of both—steam being employed at the op- 
timum load when used at all with hydro taking short-run load 
fluctuations. Over long periods, on the other hand, water is used 
at its maximum economic power-generating rate while steam 
power supplements seasonal deficiencies in hydro capacity relative 
to load. 

In this country, much has already been accomplished by private 
utilities toward optimum generating efficiency through inter- 
connection of plants and systems, even though location, expansion 
and operation of generating plants are seldom governed by regional 
requirements. Nevertheless, it is at least doubtful if the case for 
a horizontal integration of the industry under a transmission au- 
thority, similar say to the Central Electricity Board in Great 
Britain,’ could be made on the basis of potential generating econ- 
omies alone. 

But steam electric power generation is characterized by de- 
creasing cost, not only in the short-run but also in the long-run 
sense of that term. Economic price in such an industry cannot be 
determined from present costs if the vicious circle of high costs 

7 The establishment of a national grid in Great Britain was described and analyzed by the 


writer in ‘‘Rationalization of Electricity Supply in Great Britain,'’ Journal of Land and Public 
Usility Economics, Aug. 1934, p. 254 ff. and Nov., 1934, p. 365 ff. 
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and high rates is to be broken. Prices fixed with relation to the 
future level of costs expected to obtain with increased average 
consumption induced by such prices, however, involve risks and 
prolonged development losses which private capital under a 
regulated profit system probably would not, and could not be ex- 
pected to, bear. And even were some utilities so financed and 
managed that they would undertake such a policy, it is unlikely 
that the policy would or could be implemented uniformly over the 
regions found applicable to the industry. Nevertheless, the social 
importance of electric power and the economics of the industry 
demand the kind of pricing policy which T.V.A. has established 
for its own service area and the Central Electricity Board, more 
properly, has followed throughout Great Britain.* To secure at 
once both the most economical use of generating plant including 
generating sites (fuel and hydro) and a wholesale price consistent 
with the economic region for power, the concatenation of power 
markets, and the decreasing cost characteristics of power genera- 
tion, the horizontal integration of generating plants under the 
control of a transmission authority, probably an agency of the 
government, is imperative. 

A power industry integrated horizontally through a high- 
tension transmission network, or ‘‘grid’’, in which the transmis- 
sion authority (a government agent) controlled the operation, 
expansion, and construction of generating plant and fixed whole- 
sale prices to distributors, would have many important advantages. 

1. Maximum generating economies could be achieved by adapta- 
tion of transmission range to the potentialities of low-cost plant 
and by full utilization of available water power in the interests of 
all consumers within the economic region served. This object 
could be accomplished without disturbing private ownership of 
distribution properties. 


8 Wholesale rate schedules of the T.V.A. were made uniform throughout its service area 
from the beginning in 1933. These rates are published in the Annual Reports (See T.V.A., 
An. Rept. June 30, 1939, p. 218). The Central Electricity Board, on the other hand, found 
it necessary to set up slight differences in the Grid Tariffs in the various operating areas. 
Although these differences persist and all purchasers for resale do not buy at the tariff, the 
ultimate object of the board is a uniform wholesale rate throughout Great Britain. See 
deChazeau, Joc. cit., p. 365 ff., and Central Electricity Board, Annual Report, 1939, Append. IV. 
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2. A wholesale price policy consistent with the decreasing cost 
character of electric generation would be conducive to develop- 
ment of maximum use within the limits of costs and without dis- 
crimination: between regions. 

3. By freeing generation and the wholesale price of power from 
the uneconomic limitations of distribution or service areas now 
arbitrarily set up (relative to cost of generation) by the chance of 
ownership, horizontal integration would eliminate discriminatory 
regionalism in the power industry. In such a system the criterion 
of economic wholesale price levels would be expected average 
power costs at reasonably full use of capacity, and low-cost water 
power could be pooled with peak-load, high-cost steam power 
without regional discrimination. The determination of the form 
of the schedule itself and the influence of cost and demand factors 
on that determination, are beyond the scope of this paper. 

5. Wider distribution of electricity, including more extensive 
rural electrification, could be undertaken by wholesale contrac- 
tors—public, cooperative and private—who purchased on the 
same rate schedule and confined their activities to distribution. 

6. A flexible pool of power would be made available, in case of 
emergency, for national defense. 

Although the political obstacles to a program such as that out- 
lined above are great, they are not insurmountable. In the 
judgment of the writer, they are less than those which bedevil 
the attempt to get maximum use of power at low cost by con- 
tinuing the present form of vertical integration, with or without 
the pruning of holding companies and with or without the dubious 
“‘yardsticks’’ of publicly-owned projects, including T.V.A. 


























INTERSTATE TRADE BARRIERS AND STATE 
OLEOMARGARINE TAXES 


WILLIAM R. PABST, JR. 


Tulane University 


The term ‘‘interstate trade barrier’’ has recently become popular 
in describing some of the imperfections of free trade within the 
United States. Fantastic notions of the extent of these barriers 
have been put forth by current writers, some going as far as 
suggesting that the United States is actually being Balkanized.* 
Inevitably reactions to extremes of this type develop in the grow- 
ing belief that some groups are using the trade barrier argument 
with ulterior motives. Railroad spokesmen have voiced their 
fear that trucking groups are using the trade barrier argument 
unfairly as a means of preventing the growing but necessary 
restrictions on interstate trucking.? Dairymen are sure that 
oleomargarine producers hope to remove state legislation restrict- 
ing the production and sale of oleomargarine through the magic 
of calling it a trade barrier. In Utah this question has been raised 
in public debate, *‘Is Utah’s tax on oleomargarine a trade barrier 
and, if so, should it be repealed?’’.* The negative side of the ques- 
tion is taken by the Utah State Dairy Federation which con- 
tends that the 5 cent per pound excise tax on oleomargarine is not 
a trade barrier because it is necessary for the survival of the dairy 
industry and because it is not prohibitory to oleomargarine. 
The affirmative side rests its case on the restriction of oleo- 
margarine consumption caused by the tax and the consequent 
reduction of the use of cottonseed and other domestic oils to the 


1See bibliography, Recent Publications on Barriers to Interstate Trade Laws, The Business 
Information Service, U. S. Department of Commerce, Feb., 1940; F. E. Melder, State and Local 
Barriers to Interstate Commerce; G. R. Taylor, E. L. Burtis and F. V. Waugh, Barriers to Internal 
Trade in Farm Products. 

2 ‘*Trade Barrier Cry Worries Railroads,’’ New York Times, 25: 1, Mat. 4, 1940. 

8 Hearing before the Utah Commission on Interstate Cooperation, Jan. 13, 1940. 
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detriment of the oil producing groups in the South and to the 
low income groups in Utah. Before the merits of this trade bar- 
rier controversy that might be expected to spread to other mar- 
garine-taxing states and to other trade barrier situations can be 
judged, some elements in the development of state oleomargarine 
taxes must be considered. 


I 


Trade barriers in the oleomargarine industry are usually asso- 
ciated with the various state excise taxes and regulatory laws 
concerning its manufacture and sale. Notwithstanding the fed- 
eral control of oleomargarine (excise taxes of } cent per pound on 
uncolored oleomargarine, 10 cents per pound on colored, license 
fees on manufacturers, wholesalers and retail dealers, and regula- 
tions concerning the packaging, labeling and sale), every state 
today has its own set of regulatory laws concerning oleomargarine. 
Until 1929 state oleomargarine legislation was concerned pri- 
marily with labeling, packaging, and conditions of sale, although 
a few states imposed license fees on manufacturers and dealers. 
Since 1929, 24 states have imposed excise taxes on its sale. These 
taxes, ranging in amount from 5 cents per pound in Utah, Iowa 
and Idaho to 15 cents in Washington and Wisconsin constitute the 
center of the trade barrier discussion. 

These excise taxes on oleomargarine thus originated during the 
depression and it is generally accepted that they were motivated 
by the desire to protect the dairy industry. But protection was 
sought not so much against the oleomargarine industry itself as 
against the foreign products that it used in its manufacture. Dur- 
ing the twenties, oleomargarine was manufactured primarily 
from coconut oil which was imported from the Philippine Islands. 
This made margarine a foreign product in the view of dairymen 
and caused an insistent demand that protection be afforded them. 
They had succeeded after the war in raising the tariff on butter 
from 2} to 14 cents per pound and the tariff on oleomargarine 
itself to a similar amount. But they demanded protection against 


* Works Progress Administration, Marketing Laws Survey, Comparative Charts of State 
Statutes illustrating Barriers to Trade between States. 
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the tariff-free oil from which domestic margarine was made, 
protection that could not take the form of a tariff against coconut 
oil because of our protectorate over the Philippines. Dairy spokes- 
men bewailed the fact that oleomargarine formed a hole in their 
protective dike and asked to be saved from the ‘‘coconut cow’’.§ 
The answer was found in the state excise taxes on oleomargarine. 
State taxes, which raised the price of the final product, could 
accomplish the same result as a tariff which raised the price of the 
main ingredient. State taxes thus became a substitute for a 
tariff that could not be imposed. 

Oregon and Washington initiated the movement in 1923 by 
imposing excise taxes on the sale of butter substitutes, but these 
were defeated subsequently in popular referendum. In 1925 
Wisconsin followed their lead, but the legislation was voided by 
the supreme court of the state in its finding that that real purpose 
of the tax was to prohibit the manufacture and sale of oleomar- 
garine. In 1929 the Utah 5 cent excise tax was enacted. In 
1931 the question of oleomargarine taxation was brought up in 
nearly every state legislature and nine more states adopted excise 
taxes in that year. By 1935 just half the states had excise taxes 
of one kind or another, nine taxing all margarine, and 15 taxing 
only those margarines containing oils not specifically exempt.* 
State taxation during these years is clearly separated into two 
periods by the type of tax enacted. The first period, 1929 and 
1931, is that in which excise taxes against all margarine were 
levied and all the taxes levied in these years, except for the ‘‘ani- 
mal oil’’ laws of Nebraska and Wyoming imposed in 1931, were 
of this type. In the second period, 1933 and after, all legislation, 
except for the Wisconsin excise on all oleomargarine imposed in 
1935, exempted from the tax all margarine made from specified 
domestic products.” 


5 W.R. Pabst, Jr., Butter and Oleomargarine: An Analysis of Competing Commodities, p. 48. 

6 Works Progress Administration, The Marketing Laws Survey, op. cit. 

7 Idaho, Ia., N. D.,S. D., Tenn., Okla. and Wash. imposed excises on all margarine in 1931. 
Minn. enacted an ‘‘animal oil’’ statute in 1933. Col. and Kan. enacted ‘domestic oil’ 
statutes in 1933, La., S. C. and Tex. in 1934, and Ala., Ark., Fla., Ga., Me., N. M. and N. C, 
in 1935, in addition to those mentioned in the text. 








508 WILLIAM R, PABST, JRs 


II 


The thesis proposed here is that this wave of state legislation 
came as a substitute for protective tariff action and that it was not 
directed, except as an afterthought, against the oleomargarine 
industry itself. Not even the most ardent advocate of these state 
measures viewed the conflict as that of one domestic industry 
against another. While it may be true that legislation against 
oleomargarine would have developed along with other local 
trade barriers without the foreign issue, the discovery by the dairy 
industry that the main ingredient of oleomargarine came from 
abroad crystallized the movement. The imposition of a tax on 
oleomargarine was thus considered to be not an underhanded act 
against a domestic competitor but simply the kind of protection 
that the shoe industry received in the tariff on imported shoes. 
One of the consequences of this has been the frankness of the 
dairy groups seeking protection against oleomargarine. This 
was exemplified in the state of Washington statute imposing a tax 
of 15 cents per pound on oleomargarine, the explicit justification 
of which rested on the protection of the dairy farmer against 
oleomargarine to the extent of the taxes that butter was shown to 
bear. Similarly in nearly every legislative appeal for margarine 
taxation, the idea of protection explicitly plays a prominent place. 
For this reason, Taylor, Burtis and Waugh conclude that “‘gen- 
erally those favoring margarine legislation have been frank to 
say that their object is to ‘protect’ the dairy industry’’.*® 

A secondary consequence of the frankly protectionist attitude 
of the diary industry can be traced in the technical developments 
within the oleomargarine industry itself. In the years following 
the initial Utah legislation, the industry made a concerted drive 
to free itself from the use of and dependence upon the imported 
coconut oil.* Early in 1933 a new process was perfected which 
made possible the use of domestic cottonseed and soybean oil in 
the manufacture of a satisfactory margarine. Since that time the 


8 Op. cit., p. 19. 
® The 3 cent per pound processing tax on coconut oil (Revenue Act of 1934, Title 4, Sec. 
6024) levied in Apr. 1934, must also be considered. 
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industry has increased its use of these domestic oils until now they 
have far surpassed coconut oil. In 1939, 170,000,000 pounds of 
cottonseed and soybean oils were used in the manufacture of oleo- 
margarine as compared with 39,000,000 pounds of coconut oil.'° 

Whether this shift in raw materials was dictated by the econo- 
mies of production or by more subtle calculation on the part of the 
oleomargarine manufacturers to offset the protectionist argu- 
ments of the dairy industry, its temporal relation to the second 
period of state legislation is apparent. In 1933, 1934 and 1935, 
15 states imposed taxes on oleomargarine but exempted from the 
tax all margarine made with specified domestic ingredients. Ala- 
bama, for instance, imposed an excise of 10 cents per pound on all 
margarine, but imposed no tax on ‘‘oleomargarine containing 
peanut, cottonseed, corn, soybean oils, oleo oil from cattle, oleo 
stearine from cattle, oleo stock from cattle, neutral lard from hogs 
or milk fat’’.11. The other ‘‘domestic oil’’ statutes followed the 
Alabama act closely in form except for the ‘‘animal oil’ legisla- 
tion in Wyoming, Nebraska, and Minnesota which exempted 
from their excise taxes margarines made with 20, 50 and 65 per 
cent respectively of specified animal oils. If these statutes are 
taken as the natural evolution of state oleomargarine legislation, 
they forcefully confirm the above thesis that the real purpose of 
the margarine legislation was the protection against foreign 
products. These domestic oil statutes obviously protect against 
foreign products; they have the ‘‘appearance of something that 
bears a resemblance, at least, to State protection against foreign 
competition’. But as an inoculation of virus in order to com- 
municate a mild form of disease tends to prevent a serious attack, 
so these domestic oil statutes, protective in name and satisfying 
to the political demands for some oleomargarine legislation, 
served to prevent the erection of the really effective taxes. By 
giving the appearance of state protection to the dairy industry 
against foreign oleomargarine, these domestic statutes, although 


10 Report of the Commissioner of Internal Revenue. 

11 Laws of 1935, No. 145. H.B.329, p. 183; quoted in the Works Progress Administration, 
Marketing Laws Survey, op. cét. 

12 Taylor, Burtis and Waugh, op. cét., p. 25. 
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ineffective in reducing the consumption of oleomargarine, tended 
to arrest the spread of the over-all margarine taxes. That they 
could be enacted at all demonstrates the essentially protective 
nature of all the excise taxes on margarine. 

Granting that the state legislation originated in the attempt 
to protect the dairy industry against foreign competition, one can 
easily trace the process by which this came to be protection against 
another domestic industry. The protectionist spirit, once started 
on its way, maintained its momentum after the villain in the piece 
changed from a foreigner to a respectable American citizen. With 
the change in the raw materials of the industry, legislation that 
started as a ‘‘justifiable’’ substitute for a tariff on foreign products 
became a barrier against the use of cottonseed, soybean and other 
domestic oils and ingredients used in margarine. The substitute 
for a tariff between nations, especially the over-all taxes of the 
first period, became in fact a barrier to commerce between the 
states. After domestic materials became available, no further 
legislation was directed at all margarine.'* Thus the change in 
raw materials in the industry is the crucial factor in explaining 
the shift from the really effective over-all taxes to the domestic 
oil legislation and in understanding how the demand for protection 
against foreign products could be so easily shifted to the demand 
for continuation of the same protection against domestic com- 
petitors. 

The change in the dairy viewpoint from protection against 
foreign products to protection against another domestic product, 
a change probably not realized by the industvy itself, stamped the 
oleomargarine taxes as a clear example of internal trade barriers 
among the different states. Philip Tocker, for instance, declares 
that ‘‘under the taxing power, the classic example of a trade barrier 
is found in the protective taxes, license fees, and restrictive regula- 
tions against the use and sale of oleomargarine.’’'* Indeed the 
Marketing Laws Survey lists oleomargarine excise taxes and re- 
stricting legislation without comment as trade barrier legislation.’ 

13 Supra, p. 30. 

14 ‘Trade Barriers,’’ Texas Law Review, Apr., 1940. 

16 Works Progress Administration, Marketing Laws Survey, op. cét. 
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The Department of Agriculture study concludes that: ‘Irrespective 
of whether or not such was its purpose, the actual effect of much 
of this (federal and state taxes and regulatory laws) legislation 
has been to raise appreciable barriers to interstate trade in butter 
substitutes.’’!® Such unanimity among those who have studied 
the subject concerning the trade barrier effects of the oleomargarine 
excise taxes is evidently derived from the undisguised purpose of 
the taxes and the frankness of their proponents. 

The way in which these oleomargarine excise taxes tend to 
restrict trade is obvious. By raising the price of oleomargarine 
through the excise taxes, or by making the product less available 
through license fees and other administrative procedures, such 
legislation tends to reduce the total amount of oleomargarine 
produced, and to reduce the quantity of the product that enters 
into interstate trade. The incidence and effects of such taxes 
have long been demonstrated in the theory of taxation. Since 
the taxes raise the cost of producing each additional unit of the 
good, the equilibrating adjustment between marginal cost and 
marginal revenue for all producers tends to be at a higher price 
and a lower quantity than it would be without the tax. Taxa- 
tion thus imposes a barrier to the free flow of goods and services, 
and this becomes a barrier to interstate and to international trade 
as soon as the amount of commerce flowing among the states or 
nations is reduced on that account. As F. E. Melder says, ‘‘the 
only restrictions that are warranted are those which protect the 
public health and safety.—All other barriers to interstate and 
intercommunity trade hurt the nation more than they help it.’"!” 
Taxation whose justification can rest only on the protection to 
certain industries or groups in the economy, and not on the criteria 
of public health and safety, is a barrier to trade and tends to distort 
the economy from its optimum accomplishment. 

Whether or not these state oleomargarine taxes have had such 
effects cannot be measured accurately, for the data on consumption 
of oleomargarine are not available for the individual states. Even 

16 Taylor, Burtis and Waugh, op. cét., p. 17. 


17 See ‘Summary of Testimony submitted to the Temporary National Economic Com- 
mittee,"" Mar. 18, 1940, p. 7. 








giz WILLIAM R. PABST, JR. 


if the data were available by states, measurement of the effects 
of taxation would be far from perfect.18 Some measure of con- 
sumption for the individual states can be constructed from the 
number of federal retail licenses to sell uncolored oleomargarine 
issued ineach state. This measure is not ideal, for a license does 
not represent a uniform amount of consumption, but a sharp in- 
crease or decrease in the number of licensed dealers in a given state 
from one year to another is unmistakeable evidence of a correlated 
change in consumption. In Utah, for instance, the number of 
licenses dropped from 733 in 1928 before the imposition of the 5 cent 
tax to 286 in 1937, a decrease of 61 percent. The decrease in Idaho 
during the same interval was 99.1 per cent; in lowa, 46.1 per cent, 
following the levy of the 5 cent per pound taxes there. In the 
states with 10 cent per pound taxes, North Dakota, South Dakota, 
Tennessee and Oklahoma, the decrease was in every instance over 
86.5 per cent. In Washington and Wisconsin, where the tax was 
15 cents per pound, the decrease was 99.7 and 99.9 per cent re- 
spectively from 1928 to 1937.19 Thus in the states where all 
oleomargarine was taxed, the decrease in the number of licensed 
dealers reflects a large decrease in consumption. That such a 
decrease happened in each instance is strong indication that these 
over-all taxes were and remain strong barriers. This decrease 
appears larger when account is taken of the average increase of 
10.7 per cent in licenses in states having no excise taxes on mar- 
garine. However, in the states having domestic oil excises, the 
number of retail oleomargarine licenses per state actually increased 
59-6 per cent, an indication that their excise taxes on non-domestic 
oil margarine had little restrictive effect on the consumption of 
all oleomargarine and that these were unimportant as barriers to 
domestic trade. 

Contrariwise there is little evidence that the effective state taxes 
on oleomargarine had any effect on butter prices either locally or 
in the national market. Since the butter market is a national one, 
the effect of local oleomargarine taxes can be felt only as a reflec- 
tion of their impact on the national scene. The factors forming 


18 W.R. Pabst, Jr., op. céit., chap. 3. 
19 See the table giving number of retail dealers licensed to sell uncolored oleomargarine in 
all states for years 1928 and 1937, Taylor, Burtis and Waugh, op. cét., p. 23. 
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butter prices are represented primarily by the quantity of butter 
produced and national income, and only secondarily by oleomar- 
garine production and prices. Taxation of oleomargarine by a 
single state thus has an effect on dairy prosperity so small as to be 
inconsiderable. G.R. Taylor summarizes this neatly in his state- 
ment that ‘careful analysis indicates that these dairymen were 
mistaken in their belief that such legislation could appreciably 
aid them.’’?° 


Ii 


In the light of this general background, the controversy between 
the advocates of oleomargarine taxation and those who oppose it 
can be more easily considered. Those who oppose such taxation 
do so on the basis of its restrictive effects on the economy as a 
whole. In general this point of view seems closely allied with 
the consumer interest in getting as many products at as low a 
price as possible, but it is also the interest of the oleomargarine 
manufacturers, the oil producers and the distributors of the 
product. Their argument is based on sound economic judgments, 
even though the supposition is fair that this latter group is more 
interested in their own economic destiny than in the remoter 
interests of the consumer. On the other hand, those who favor the 
taxation of oleomargarine usually represent the dairy groups and 
their usual arguments follow three lines of approach.*4 The 
first of these is that oleomargarine taxes are a necessary protection 
for the dairy industry on the score that it pays local and state taxes 
which should be equalized by direct taxes on margarine. The 
second claims that the oleomargarine tax is not a trade barrier 
because it is a negligible outlet for cottonseed and other oils, and 
the third that the oleomargarine tax is not a barrier because it is 
absorbed by the oleomargarine manufacturers and distributors 
themselves. The question is whether these arguments offset the 
alleged barrier aspect of the margarine taxes and the consequent 


20 ‘State Laws Which Limit Competition in Agricultural Products,” Journal of Farm 
Economics, Feb., 1940. 

*1 These arguments might be found in the remarks of George L. Nelson, attorney for the 
Utah State Dairy Federation, in the Hearings before the Utah Commission on Interstate 
Cooperation, Jan. 13, 1940. 
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suppression of the consumer interest by reason of considerations 
of ‘‘public health and safety."" The revenue from them, of course, 
is small in comparison with other state sources. 

The protection of the dairy industry, as we have seen, is usually 
the foremost argument in support of oleomargarine taxation. 
This argument generally points to the importance of dairying as 
an industry and as a tax-paying vehicle, and to the necessity for 
the tax as a payment to equalize the tax burden of butter and oleo- 
margarine. Irrespective of the impossibility of measuring the 
respective tax burdens exactly, the whole doctrine of equalization 
is fallacious. Carried to its logical limit, it would require equali- 
zation levies on all products shipped into the state, and the ab- 
surdity of equalizing the tax burdens of automobiles from 
Michigan and cotton from the South with that of the state's 
domestic products need not be demonstrated. Its logic is complete 
isolation of states and the positive erection of innumerable barriers 
to the flow of commerce between the states. Equalization taxa- 
tion of this kind is easily the most insidious and vicious of protec- 
tive trade devices. 

The argument that the oleomargarine tax is not a trade barrier 
because oleomargarine is a negligible outlet for cottonseed and 
other oils is not only fallacious but aims more to undermine the 
cotton producers’ opposition to margarine taxes than to consider 
the position of the consumer. The contention is that, since lard 
compound provides the largest market for cottonseed oil and since 
lard compound is competitive with oleomargarine in some of its 
uses, any increase in margarine production will cut down sales of 
lard compound. Therefore reduction of the margarine tax, by 
lowering its price and increasing the margarine advantage over 
compound, will work to the disadvantage of cottonseed oil. The 
fallacy in this rests on the assumption that, as the result of such 
competition, the decrease in the larger industry will be greater 
than the increase in the smaller. This assumption seems especially 
false in the case of margarine and compound when the possible 
increase in consumption of both is considered. Consumption of 
cottonseed products, because of removal of oleomargarine taxes 
alone, could not be less and there is every reason to suspect that 
it would be greater. 
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Moreover the defenders of margarine taxation conclude that 
the southern cotton farmers have a greater interest in the pros- 
perity of the dairy industry than in that of oleomargarine, and 
therefore that cotton producers should favor restriction of oleo- 
margarine. They derive this conclusion from the observation 
that the dairy industry uses a greater value of cottonseed deriva- 
tives as feed than the margarine industry uses as fats. This is 
absurd, but what their observation does show it is not easy to 
see, for if the oleomargarine industry is insignificant from the 
point of using edible fats, then it must also be insignificant so far 
as the dairy industry is concerned. If it will grow to significance 
with the removal of restrictive legislation, then it will also become 
of significance as a market for cottonseed oil. 

The third and most cogent argument alleges that the oleomar- 
garine tax is not a trade barrier because it is absorbed by the manu- 
facturers and sellers of the product. They contend that the tax 
cuts down, not trade, but the profits of the processors of margarine. 
This argument is one well worth consideration, for the industrial. 
power of maintaining prices above what should be their competi- 
tive level is a trade barrier. Private taxation imposed by the 
fixing of monopolistic or rigid prices is as much a barrier to trade. 
as the imposition of taxes by public authority.** But in the states 
taxing all margarine, the contention cannot be sustained. Some 
part of the tax is presumably absorbed by the manufacturers and 
merchants as expected in the theory of taxation incidence, but the 
diminution of consumption, as shown in the decrease in the number 
of retail dealers, indicates that enough of the tax is passed on to 
the consumer to have considerable effect. Moreover if there is a 
serious monopolistic price situation in a given industry, then it 
should be met squarely and not treated indirectly by means of 
excise taxes. 


IV 
These arguments therefore do not offset the general presumption 


in favor of freeing trade from unnecessary restrictions for they 
appeal neither to public health nor to public safety for justifica- 


*2 See the testimony of Thurman Arnold before the Temporary National Economic Com- 
mittee, Hearings, Part 11, p. 5146. 
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tion of the margarine taxes. They are a hold-over, obviously, 
from the time when margarine was made mainly from foreign 
materials. The character of the problem arising from the imposi- 
tion of these protective taxes is one of obtaining fairness, not 
necessarily for the different industrial groups in the conflict, but 
for the consumer. The ultimate question must be assessed on 
the effects of trade barriers on the consumer welfare and not on 
the political relationships between industries. There is little 
doubt that oleomargarine taxes affect the consumer adversely and 
in his interest should be removed. Twelve states are the real 
offenders in having erected these domestic protective devices, nine 
having excises on all margarine and three on margarine not con- 
taining specified quantities of animal oils. States with domestic 
oil statutes are not included for these do not seem to have reduced 
the consumption of margarine or acted as an internal barrier to 
trade. The problem is thus fairly limited and should be amenable 
to easy solution. One is tempted to propose federal action, first, 
to eliminate all state regulation and taxation of oleomargarine; 
second, to continue the rigid control and inspection exercised by 
the federal government over the manufacture and sale of the prod- 
uct; and third, to insure the public against possible monopolistic 
practices. But such a program is far from hopeful, as W. Y. 
Elliott says: 


The state may make any classification it likes for purposes of taxation— 
itinerants, margarine, etc.—and the fact that the burden falls principally 
on persons outside the state makes this kind of legislation the more likely 
to be passed. But the fact that the legislation looks like nothing more 
than a reasonable classification makes it immune from court attack, and 
I can see no conceivable Congressional attack,—politically or legally.% 


Cooperative action among the states is necessary to remove the 
illusion of gain from localism for any one of them. The time is 
passed when additional levies on oleomargarine are being made. 
The effective excise taxes, except for Wisconsin's, date from 1931 
or before, and since that time only the less effective domestic oil 


*3 Summary of Testimony Submitted to the Temporary National Economic Committee, 
Mar. 23, 1940, p. 36. 
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statutes have been enacted. Since 1935 there has been no addi- 
tional restrictive legislation on margarine. Perhaps the time has 
present when the removal of taxes in the barrier states, spurred on 
by consumer groups and by action for interstate cooperation, can 
be expected. The importance of having the issues clear arises 
from the possibility that action similar to that before the Utah 
Commission on Interstate Cooperation for the removal of trade 
barriers may be undertaken elsewhere. 








COTTON, WOOD PULP, AND THE MAN-LAND 
RATIO OF THE DEEP SOUTH 


A. D. FOLWEILER 


Louisiana State University 


With the warping of international trade channels caused by 
economic nationalism in 1932, the South found itself facing a 
declining market for its principal cash crop, cotton. The New 
Deal proposed to remedy the declining purchasing power of the 
South, caused by the low price of cotton, by limiting the supply 
and pegging the price. With crop limitations, some land and 
men previously used for producing cotton either were shifted to 
the production of another crop or became idle. 

Before the change in man power requirements caused by cotton 
production curtailment, there already existed a surplus of people in 
the region. Per capita income was low. Agriculture was not 
balanced by manufacturing. When crop curtailment occurred, 
the pressure of the population on the land was increased. Other 
regions were unable to absorb the South’s surplus population, for 
unemployment was a national, not a regional condition. To 
have some industrialization along with agriculture as a part of the 
economy is highly desirable. One form of industry in the South 
is pulp and paper manufacture. The principal raw material of the 
pulp industry is wood. The South, and especially the Deep South, 
has soil and climate that can produce timber rapidly and con- 
tinuously. 

From a raw materials standpoint, the pulp industry can expand 
its production in the South and thus absorb some of the surplus 
population. Curtailment of cotton production in the Deep South 
has demanded that approximately 3,000,000 acres of land with its 
attendant population shift to other employment. The pulp in- 
dustry can put some of these people and this land to work. The 
question that this paper proposes to answer is: how much relief 
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will the pulp and paper industry contribute to the pressure of the 
people on the land? 


I 


The South today is in the process of adjusting itself té6 a new 
economy. In 1931, cotton exports were approximately 9,000,000 
bales; in 1937, they were 5,800,000 bales. Due to decreased con- 
sumption of United States cotton caused by lower exports, produc- 
tion of this commodity was reduced. Crop acreage curtailment 
was the means designed to maintain a price level in the face of 
decreasing use of United States cotton. When cotton acreage was 
reduced, there were reverberations in the social order, for with less 
cotton to produce, fewer man-days of the regional population were 
needed. The common unit for cotton production is the family and 
the mule. With less cotton absorbed by the market, each grower 
tends to make adjustments whereby, with lower production, his 
net income will at least be maintained. Johnson, Embry, and 
Alexander! stated that in 1934 in North Carolina between 8000 and 
12000 families were without land to work due to the effect of 
decreased agricultural commodity production and prices. Al- 
though there are no reliable estimates as to total population 
displacement in the South due to production curtailment, the 
problem of surplus population in the region was accentuated by 
contraction of cotton farming. I. F. Eldredge? pointed out that 
cotton acreage reduction in Georgia, Alabama, Mississippi, and 
Louisiana has resulted in a decrease of 13 million, 11 million, 11 
million, and 5 million man-day requirements respectively in these 
states. 

The characteristics of a surplus population in the South were 
discussed in detail by the National Resources Committee* which 
made the statement that even though normal migration from the 
rural and agricultural South to the Northeast and the north central 
states took place, there would still be a four to five million surplus 
population in the southern states. The committee emphasized 


1 The Collapse of Cotton Tenancy. 

2 Forestry in Relation to Land Utilization, p. 3. 

3 See Report of National Resources Committee, “The Problems of a Changing Population,”’ pp. 
64-66. 
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the consistency and degree of handicap, as shown by different 
economic and social indices, pertaining to the rural population of 
the Southeast.‘ 

There is terrific pressure of population on the land‘ or as E. W. 
Zimmerman’ puts it, there is a high man-land ratio in the South. 
Aside from an institutional maladjustment such as unsatisfactory 
distribution of income, the man-land ratio can be roughly esti- 
mated by the standard of living of the majority of the people, for 
this serves as a criterion of their income. Even a casual observer, 
without any data at his disposal, would come to the conclusion 
that the standard of living in the Deep South, especially that of 
the rural population, is not high. Economists and population 
sociologists attribute this to the population pressure. 


II 


The pulp industry in the Deep South is not a new one, as might 
be inferred from recent newspaper accounts. A plant was es- 
tablished at Orange, Texas, in 1911. In the period 1935 to 1938, 
however, an unusual expansion of productive capacity occurred. 
For example, the productive capacity of mills in operation prior to 
1935 was 4754 tons daily. Subsequent to 1935, and up to 1940, 
the daily productive capacity was increased by 57 per cent, or by 
2710 tons, a total of 7464 tons per day. With the exception of 777 
tons per day, this was concentrated in sulfate pulp. In other 
words, it may be said that the production of pulp in the Deep 
South today is characterized by the use of the sulfate process with 
pine timber as the chief raw material. 

In a discussion of an expanding industry being scrutinized for its 
potentialities for reducing the pressure of the population on the 
land, the question to be answered is: how much man power can it 


‘The ‘‘Southeast”’ in this instance refers to Arkansas, Louisiana, Tennessee, Mississippi, 
Aiabama, Kentucky, Georgia, Florida, North Carolina, South Carolina, and Virginia. By 
‘Deep South” is meant the states of Louisiana, Mississippi, Alabama, Georgia, Florida. 
Because of the size of the region, this paper's discussion will be confined to the above- 
designated sub-region, the states being for the most part homogeneous in resources and 
economy. 

5 ‘*Land”’ is here used in its broadest sense, being natural resources in general, such as 
coal, iron, petroleum, timber, etc. 

® World Resources and Industries, p. 122. 
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really absorb? Admittedly there are variables that enter into the 
picture, such as whether the pulp is unbleached or bleached, 
whether lapped and dried or whether in slush form, the per cent 
of the total mill capacity in actual operation, and the technological 
efficiency of the machinery. Broadly speaking, however, the man- 
power requirements are listed in Table I. 

If the above data are altered to make allowance for various fac- 
tors such as efficiency of the southern mills because of the relative 
newness of the machinery, the following basic approximations 
are listed as the number of man-hours required in the production 
of one ton of the several commodities: sulfate slush pulp, 5.7; sul- 








TABLE I 
Lasor REQUIREMENTS FOR CONVERSION OF PuLPwoop INTO Woop Pup 
MECHANICAL CHEMICAL 
PULP PULP 
1. Mas-bouts per 08 PeOduced .... ... o:. 650s ses cees 5-8 9-1 
2. Average-hOure per MaO-day. ...<.. 5. ee se ct cneenes 5-8 6.1 
3. Man-days pet'tOn produced... 5. oi. oi). sci k ceed ds ees 1.0 1.5 
4. “Normal” man days per ton of daily capacity.......... 6 a 
5. Capacity operation, basis for data..................... 43% 76% 











Source: Data from memorandum prepared by Chas. W. Boyce, former executive 
secretary, American Paper and Pulp Association. 


fate lapped pulp, 10.0; kraft paper, 16.0; liner stock, 18.5; news- 
print,’ 16.0. 

If the pulp mills of the Deep South operate on a capacity basis 
of 7464 tons per day, with the approximate average man-hours 
per day at 6.0 per man-day in the manufacture of slush pulp, 
approximately 7,500 men will be utilized in the mills. In 1939, 
however, only 17 per cent of the pulp produced in the Deep South 
was not converted into some product of higher refinement at a 
mill. The processing of pulp into wrapping, bag, butcher, and 
specialty papers and wall, liner, pressed and corrugated board was 
responsible for more than doubling the number of men employed 
in the mills. It is estimated that in the mills alone at least 16,347 
persons were employed in the production of pulp and products 
derived from them. To keep the mills supplied with raw mate- 


7 Taken from J. P. Hangenauer’s article in Tappi, 1935, pp. 145-155. 
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rial, however, requires men engaged in felling trees and hauling 
pulp wood. Approximately 1.9 cords of unpeeled wood are re- 
quired per ton of chemical pulp, and 1.2 cords with the ground- 
wood process. To service the 7464 ton daily production of wood 
pulp with pulpwood, on the basis of two and one-half unpeeled 
cords cut per man-day, approximately 5960 men would be required 
in the woods, or a total of 22,307 men per day in the woods and 
mill. The question arises: what about further development of the 
wood pulp industry as a means of absorbing the surplus population 
of the Deep South? 


III 


The United States has imported annually considerable quantities 
of pulp and paper from Norway, Finland and Sweden. With the 
outbreak of the war in September, 1939, the establishment of a 
naval blockade by Britain, invasion of Finland by Russia and later 
acquisition of 20 per cent of Finland’s pulp productive capacity 
by Russia, invasion and economic dominance of Norway by Ger- 
many has resulted in only a trickle of pulp and paper products into 
the United States from Fenno-Scandia. Today German-dominated 
Europe is utilizing the pulp produced in Fenno-Scandia. Impor- 
tations of cotton into Germany have been diminishing since 1934, 
and cellulose fibers are replacing cotton due largely to Germany's 
ability to obtain sulfite pulp for rayon manufacture at less cost and 
with greater ease than to purchase cotton from the United States. 
This trend in Europe will be accentuated if Germany assumes a 
final dominant political and economic position. The economic 
subordination of England would mean a loss of 10 to 20 per cent 
of our cotton export trade. The European trend toward rayon 
instead of cotton textiles would also permanently divert our 
imports of pulp from the Baltic states. The gap in our consump- 
tion of pulp and paper, caused by virtual cessation of imports 
from Fenno-Scandia, will somehow be filled. The consuming 
public will hardly become nationalistic to the point where it will 
purchase domestically produced forest products, such as pulp, 
at a price greater than the goods can be imported from such an 
important pulp producing country as Canada. The South, in 
other words, can expand its pulp capacity only to the extent that 
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the pulp and pulp products it produces will compete favorably in 
the domestic market with similar products manufactured in Canada 
and the Pacific Northwest. The Baltic competitors, the principal 
price determiners in the large consuming centers, are at least tem- 
porarily non-competitors. 

Sweden has been the South’s chief competitor, for although do- 
mestic consumption and production of sulfate pulp have both in- 
creased since 1935, tonnage of Swedish sulfate pulp imports re- 
mained relatively constant until the outbreak of World War II. 
Today the South is the nation’s principal sulfate pulp producer. 
It is the thesis of this paper that the domestic consumption of 
sulfate pulp has not reached a static condition, for domestic sulfate 
pulp production has been steadily increasing. In 1916, for ex- 
ample, it formed 2.1 per cent of domestic pulp production; in 1926, 
11.8 per cent; in 1936, 31.5 per cent; in 1939, 40.0 percent. Domes- 
tic sulfate wood pulp production tonnage has shown a constant 
tendency to increase. From 1929 to 1939 the quantity produced 
increased threefold. It is quite probable that the upward trend 
will continue. To assume that the rate of increase in production 
will be maintained, barring a severe trade depression, appears to 
the writer to be reasonable, for the uses for bleached sulfate pulp 
are increasing. On the assumption that there will be an increase 
of only 50 per cent in normal domestic production capacity in the 
period, 1939-1948, which means that the production curve will 
tend to flatten out, this will require an additional production 
capacity of 1,140,000 tons of sulfate pulp, or fifteen 250-ton mills. 
On the basis of resource location and cost of production, the Deep 
South will no doubt obtain some of these mills. Then to this 
figure of increased domestic production might be added capacity 
to replace the lack of sulfate imports from Fenno-Scandia which 
in 1937 amounted to 733,000 tons and in 1938 was 520,000 with 
57 per cent coming from Sweden and only 9 per cent from Canada. 
An approximate average annual import of sulfate pulp is 600,000 
tons from Fenno-Scandia, or the equivalent of eight 250-tons per 
day capacity mills. By virtue of having about half the South’s 
forest area suitable for sulfate production, it is estimated that 
twelve of the twenty-three 250-ton mills would be established in 
the subregion under discussion. 
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IV 


The production of sulfate pulp and its allied products is by no 
means the only commodity that can be manufactured from pulp. 
Newsprint can be made from pulp produced from southern pines, 
also pulp suitable for use in the rayon industry. 

In his discussion of the economic balancing of the South, Rupert 
Vance® points out that textile expansion holds out little hope, 
heavy industry is in the same category, but the chemical and 
electro-chemical industries may contribute much because of 
TVA power. In his opinion the chemical and the newsprint 
industries constitute excellent manufacturing prospects. Mr. 
Vance may have overlooked the fact that the newsprint industry 
is not dynamic like sulfate pulp manufacturing and its allied 
branches. Average monthly tonnage of consumption of newsprint 
has remained relatively constant since 1927 when the figure was 
223,683 tons; in 1931, 218,143 toms; in 1935, 221,924 tons; in 1939, 
227,903 tons. Especially in an altered trade world with much 
Pan-Americanism, it may be inadvisable to become nationalistic 
to the extent of setting up competition to Canadian newsprint 
manufacturers. Newsprint consumption, moreover, occurs chiefly 
in the areas of high population density, namely, the north central 
states and the industrial Northeast, both close to the Canadian 
newsprint areas. Transportation of newsprint can take place 
up the Mississippi Valley either by barge or rail or a combination 
ofthetwo. Transportation to the Northeast from the Deep South 
can be made by deep water transportation or rail. But southern 
newsprint deliveries in the North will encounter competition from 
Canadian as well as domestic producers situated in the northeastern 
states and the Pacific Northwest. The degree to which the South 
is able to compete with already existing newsprint producers is 
determined by the delivered price of the commodity. Although 
the South may service itself with newsprint at a price that excludes 
other producers, the ability of the region to absorb this com- 
modity is limited. In 1938, for example, the estimated newprint 
consumption in the Deep South was 92,505 toms as against 2,653,- 
450 for the United States. 

To determine possible outlets for southern newsprint, a zone of 


8 Carter Goodrich et al., Migration and Economic Opportunity, pp. 158-159. 
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price impact needs to be determined. In other words, where is 
the geographical location of the area where cost of production, 
including a reasonable profit, plus transportation charges, will 
make it possible for southern producers to quote delivered prices 
to consumers at a rate as low as or lower than Canadian mills 
can quote? This question immediately brings up another: what 
is the cost of production of southern newsprint? If the late Dr. 
Herty’s figures are combined with those of an estimate prepared 
by a reliable source for a Canadian newsprint firm, the cost is taken 
to be $35 per ton in which groundwood pulp is used plus a limited 
percentage of bleached sulfate pulp for strength purposes. With 
only one southern newsprint mill in operation, reliable cost of 
production data are scarce. Canadian newsprint production costs 
are somewhere between $42 and $47 per ton. For the sake of 
discussion, a figure of $45 will be used, thus giving newsprint 
producers in the South a $10 price differential. Taking into ac- 
count transportation costs, this means that the South, on a com- 
petitive market basis, can claim as its logical newsprint market all 
the territory in Arizona, Colorado, New Mexico, Kansas, Okla- 
homa, Texas, Missouri, Arkansas, Louisiana, Tennessee, Missis- 
sippi, Kentucky, Alabama, Georgia, Florida, South Carolina, 
North Carolina, half the consumption of Illinois and Indiana, a 
quarter of the consumption of Ohio and New Jersey; and one- 
eighth that of New York, Connecticut, and Massachusetts. 
Admittedly the claim to a portion of the consumption of some of 
the above-mentioned states is arbitrary, but the zone of delivered 
price impact passes through them and the estimates lean to a 
liberal rather than a conservative estimate. A liberal estimate of 
consumption is 978,960 newsprint tons and a conservative estimate 
is 543,875 tons, based on 1938 consumption data. To further dis- 
count excessive optimism, if the above data were reduced by one- 
third to allow for one-third of the volume going to southern 
producers outside the Deep South, and converting this quantity 
into mills of 250 tons per day capacity, it would mean between 
five and nine mills to be located in the Deep South. 


Vv 


There is also the possible development of sulfite mills for the 
production of high alpha-cellulose pulp. Most of the rayon yarn 
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mills are located along the Appalachian Mountains. From a 
transportation standpoint, approximately two-thirds of the rayon 
plants can be serviced as cheaply by sulfite mills in the South as by 
those located in the Northwest and Canada. In spite of the 
eastern location of rayon mills, 40 per cent of the sulfite pulp con- 
sumed by them is produced in the Northwest. Production of 
rayon yarn has increased tremendously. For example, in 1926, 
31,000 tons were produced; in 1936, 139,000 tons. Although there 
are several processes for its production, that in principal use is 
one using either cotton or sulfite pulp as the raw material. Ap- 
proximately 70 per cent of the raw material consumed by United 
States rayon producers is 70 per cent wood pulp and 30 per cent 
cotton linters. The question now can be raised: why hasn’t more 
sulfite pulp been produced in the South? At this writing there is 
only one sulfite mill in the region and that has been in operation 
only a short time. Technological difficulties, to an even greater 
extent than in newsprint manufacture, will have to be overcome. 
The Herty Laboratory at Savannah claims that there are no serious 
technological handicaps to manufacturing sultite pulp of 90 per 
cent alpha cellulose and that it can be done for $35 per ton. Cot- 
ton linters, with its high alpha-cellulose content of 96-99 per cent, 
will not be likely to replace the sulfite pulp, for linters cannot 
be profitably sold at less than 43 cents per pound, or $90 per ton, 
while sulfite pulp sells for $75 per ton. 

In the ten-year period, 1926-1935, rayon yarn production in- 
creased six-fold. If one is conservative and estimates that by 1950 
rayon yarn production will have trebled the 1937 tonnage when 
7o per cent of the raw material came from wood pulp, then we 
arrive at the figure of 319,000 wood pulp tons needed. This figure 
is more conservative than the 400,000 ton estimate of E. C. Har- 
wood’s.* To service the increased requirement, only four 250- 
ton daily capacity mills need be constructed in the South. Of this 
number from a cost-of-production and a transportation stand- 
point, two could well be located in the Deep South. 


® A Report on the Paper Industry in Southeastern United States and the Effects on Stumpage Values, 
pp. 26-29. 
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The expansion of the pulp industry in the Deep South can occur 
most readily in the production of (a) sulfate pulp, bleached and 
unbleached, due to increasing domestic consumption and declining 
European imports; (b) groundwood pulp, combined with sulfate 
pulp, for newsprint; and (c) sulfite pulp for high alpha-cellulose 
content demanded by the rayon industry. 

In sulfate pulp production, with the Deep South estimated to 
obtain 12 of the 23 mills presumably required within the next 
decade, the man power needed in the sulfate mills and allied manu- 
facturing would be 7,440 men employed in the mills and 2400 men 
in the woods. For computing this latter figure, two cords per 
ton of pulp were used and the cutting of two and one-half cords 
per day of ten-inch diameter-breast-high trees by one man. 

In the field of newsprint production, the estimate is that the 
Deep South can sell newsprint produced by between five and nine 
250-ton mills using a combination groundwood and sulfate pulp 
on a ratio of 3 to 1, with the mill man-hours required per ton of 
newsprint at 12. At this figure, between 2500 and 4500 men 
would be employed in the mill and between 625 and 1125 men in 
the woods, or a total of between 3125 and 5625 men, depending 
on the number of newsprint mills. 

In the field of high quality pulp suitable for use in rayon manu- 
facture, it is believed that the Deep South can obtain two of the 
estimated four mills sufficient to service the rayon plants to which 
the subregion could sell. On the basis of 1.7 man days per ton of 
lapped sulfite pulp, and two cords necessary to produce a ton of 
pulp, 850 men would be needed in the mill and 400 in the woods, 
or a total of 1250 men. 

From the above, it is estimated that the increased woods opera- 
tions plus the pulp and allied mills could give additional employ- 
ment to between 14,215 and 17,340 men in the next decade. 


Vil 


The recent expansion of the southern pulp industry has con- 
tributed to relieving the terrific pressure of people on the land in 
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the Deep South. The continuation of the regional expansion of 
the industry can be expected. Although the pulp industry 
utilizes man power, its potential value as a means of cushioning 
the shock of a changing agrarian economy can easily be overvalued. 
The pulp industry requires large amounts of capital for the ma- 
chines it uses. The use of machinery means high value output 
per man, in contrast to agriculture where labor rather than capital 
is the more important factor of production. 

The sulfate pulp industry, with its associated products such as 
kraft paper and stock for cartons, appears to be the most dynamic 
phase of the southern pulp field. The manufacture of newsprint 
from southern pulps appears to have its limitations. The actual 
contribution from the newsprint phase of the pulp industry will 
probably be small in relieving the population pressure. The rayon 
industry, although it has grown at a tremendous rate and com- 
petes sharply with cotton as a fabric, even though it may make 
possible the establishment of several additional southern pulp 
mills, does not begin to compensate regionally for the loss of cot- 
ton markets. In short, looking at the pulp industry in a reason- 
ably optimistic manner, and recognizing that it does contribute to 
relieving the population pressure, its importance can be over- 
estimated. The additional 18,000 men that will probably be put 
to work in the pulp industry within the next decade will not con- 
tribute much to reducing the man-land ratio. There will, more- 
over, be indirect benefits in the form of putting idle land to work 
in growing timber, thus creating values that can be taxed for 
revenue to carry on public obligations. 


























AMERICAN INTERSTATE MOTOR TOURIST TRAFFIC: 
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The Tourist Traffic Research Department of the Conoco Travel 
Bureau, Denver, estimated that in 1939, 45,000,000 motor tourists 
traveled in 13,000,000 cars about the country, spending $4,500,- 
000,000 of which $1,000,000,000 went for intrastate travel. In 
1939 the number of motorists was 11 per cent greater than in 1938, 
although their total expenditure had not increased proportion- 
ately. Much of this motor tourist traffic converged upon the New 
York World’s Fair and moved on highways 1, 6, 10, 22, 30, 40, 
and 80. In this enormous travel movement the different states of 
the Union shared in varying degrees, and it is the purpose of this 
article to trace the position of each state in regard to the whole 
travel movement. 

The rank of each state according to the number of motor tourists, 
number of motor tourists per state inhabitant and square mile, 
total tourist receipts, average motor tourist expense in state, 
average per Capita tourist income and the percentage this income 
contributed to the total per capita income in the state, is indicated 
in the following two tables. In Table I the states are arranged in 
alphabetical order for the sake of easier reference to, and iden- 
tification of, the state. In Table II the states are listed according 
to their rank. 

As can be seen from Tables I and II, New York had the largest 


1 Figures on motor tourists and motor tourist expenditures by states were obtained from 
the Conoco Travel Bureau. Other figures, excepting population figures, were computed. 
The Conoco Travel Bureau sent out questionnaire letters to 755 associations and organiza- 
tions interested in travel. It received 570 replies. Where possible, the figures were based 
upon actual counts, and when this was not possible, the Conoco Travel Bureau took the best 
estimates available from travel authorities, such as state highway commissions, motor 
clubs, chambers of commerce, and other agencies. Arizona, New Mexico, Colorado, Mon- 
tana, South Carolina and Minnesota make actual counts of foreign cars during certain test 
periods, on which they project their estimates. California is the only state in the Union 
that actually counts each automobile crossing the state line. 
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number of motor tourists (14,348,127). That is not surprising. 
New York is the largest state in population, and the city of New 
York is the largest city in the world. We know that cultural in- 
stitutions are generally at their best, where human settlements are 
the largest. That is so, because civilization, and its progress, is 
a function of numbers in contact and also a function of time. For 
those reasons, such old and big cities and states have the finest 
picture galleries, libraries, operas, theatres, symphony orchestras, 
universities, fairs, zoos, industrial monuments, etc. Of course, 
the greatest drawing card in 1939 was New York’s World Fair. 
Why should such an enterprise not draw millions of visitors? Fairs 
of the size of the World's Fair epitomize world thought and fore- 
cast social and intellectual world trends. They allow people to 
reorient themselves in their own particular fields. 

Other states that ranked very high in motor tourist attendance 
were, in order of rank, Virginia, Maryland, Michigan, the District 
of Columbia and Texas. In each of those states there were over 
11,000,000 tourists. An explanation for that distribution would 
have to consider the tourist resources of those states, and their 
location with reference to the primary travel objectives. Some 
of them were largely terminal states, others transient states, as 
will be discussed later. 

The whole travel picture of 1939 hinged on factors peculiar for 
that year. The Conoco Travel Bureau claimed that the average 
motorist had only 14 days vacation, $100 spending money, or 
$8.33 per day, and covered 3800 miles during his entire vacation, 
or 1900 miles going, and 1900 miles coming back, or 270 miles per 
day. That meant that the average motorist spent more time 
moving, rather than staying at particular places. As a matter of 
fact, many tourists below the average in funds and time did not 
stop on the road for rest or sleep, but drove in relays of drivers 
straight through to their primary travel objectives. That meant 
that states on the main arterial lanes profited at the expense of those 
off the main trunk highways of this country, and that many states 
with main highways suffered from short tourist attendance. That 
was especially true of Maryland which had over 13,000,000 motor- 
ists, each of whom spent no more than $3.11 in the state. 

It can be seen from the preceding tables that motor tourists 
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were especially in evidence in Nevada, the District of Columbia, 
Maryland, New Mexico, Wyoming and Virginia. Nevada had 
17.8 motor tourists per inhabitant for the year. That conjures 
up in one’s imagination interesting speculations! Had every 
Nevadan been a truly generous host, he would have had to enter- 
tain, in the course of the year, 17.8 guests. Had those 1,969,208 
motorists passed through Nevada from June 1 to September 1, 
Nevada would have had an average of 21,880 motor tourists per 
day. That would have represented 19.9 per cent of Nevada's 
total population during that period. The place that ranked 
second to Nevada in the number of motorists per inhabitant was 
Washington, D. C., with 17.1 guests for each member of the dis- 
trict. Certainly, there must have been days in Washington, D. C., 
in the course of the year, when it appeared as though motor 
tourists outnumbered the “‘natives.’’ The reasons for Washing- 
ton’s popularity are many and too obvious to be mentioned. 

It is also interesting to note that the District of Columbia was 
by far the most traveled area in this country in 1939. The extent 
to which an area is traveled, is revealed by its tourist density, or 
the number of motorists per square mile for the year. In 1939, the 
District of Columbia had 161,949.9 motor tourists per square mile, 
Maryland had 1074.9, while New Jersey, Virginia, New York, 
Michigan and Pennsylvania had over 100 motorists per square mile 
of their state area. On the basis of a unit area such as the square 
mile, we can readily see that some states are much more traveled 
than others even though those other states may have larger num- 
bers of tourists. There were in 1939 nearly 6,000,000 more 
motorists in Texas than in Pennsylvania, but Pennsylvania's 
tourist density was 103, while that of Texas was only 39 per square 
mile. It must be remembered that Texas represents an area 
considerably greater than the combined area of New York, Penn- 
sylvania, Maryland, Virginia, New Jersey, Michigan and the 
District of Columbia. Hence over 10,000,000 motorists in Texas 
do not crowd the state as much as 4,648,520 motorists in Pennsyl- 
vania. By examining the tourist density per square mile for each 
state it becomes evident that the eastern states are much more 
heavily traveled than the western or southern states. The ex- 
planation for this condition is quite simple. The eastern states 
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are much smaller, much more densely populated, and have a denser 
highway net, all of which facilitates a frequent exchange of popu- 
lation through tourist traffic. 

However, heavy travel does not indicate proportionate ad- 
vantages for the states that are heavily traveled. Such travel 
may merely burden the highways and leave little in the way of 
economically beneficial results. Obviously, a state is better off 
by getting fewer tourists staying a longer time than by obtaining 
many tourists staying a very short, or no time. Where tourists 
stay a long time, the area may be designated as a resort area. We 
have no statistics showing how long motorists stayed in par- 
ticular states, but we know where they spent the most money, 
thus leading us to the reasonable conclusion that they must have 
spent more time there than in some other states. It is not sur- 
prising to note that New England, California and Florida lead all 
states in average tourist expenditure in the state, and lead them by 
a very big margin. In each of those states the average tourist 
expense was over $110. An explanation of this condition would 
call for an appraisal of those states as typical resort areas which 
cannot be attempted within the compass of this article. It is 
evident that where the average tourist spends little he merely 
intends to pass through the area. It is interesting to note that 
motorists did not stay long, perhaps not quite a full day, in states 
and areas such as North Dakota, Washington, D. C., Mississippi 
and Maryland. 

Of course, even passing through a state involves the spending of 
money. The need of gas, oil, car repairs, food and shelter is a 
recurring need that has to be satisfied at times and places fre- 
quently not of one’s own choosing. It is through such facts that 
“transient states’’ may often reap a rich tourist harvest. As a 
matter of fact there are some states, which by virtue of their loca- 
tion and the mass appearance of tourists with short length of stay, 
surpass other more famous tourist states in total tourist income. 

The states leading in total motor tourist income in 1939 were, 
in order of rank: New England, New York, Texas, California, 
Florida, Michigan, Minnesota, Wisconsin, Pennsylvania, and 
Virginia. In each of those states the total motor tourist income 
was more than $100,000,000 and in some as high as $300,000,000. 
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Even though certain states may lead in total tourist receipts, one 
should not jump to the conclusion that tourist traffic is their most 
prominent source of income. What tourist traffic really means to 
a state is best indicated by an index number showing the state’s 
per capita income from tourist traffic, and the percentage that in- 
come constitutes of the total per capita income in the state. It is 
interesting to note that the states leading by motor tourist income 
per inhabitant of the state were, in order of rank: Wyoming, Ari- 
zona, Florida and New Mexico. In each of those states the per 
Capita income from motor tourist traffic was over $117. The states 
leading in the percentage their tourist income constituted of the 
total per capita income were, in order of rank: Wyoming, New 
Mexico, Florida and Arizona. It can be seen that the correlation 
between tourist income per inhabitant, and the percentage such 
income represents in the total per capita income, is quite close. 

In Wyoming 30.8 per cent of the per capita income made in 1939 
came from motor tourist traffic. It is evident that a decline in 
tourist traffic would be felt much more in Wyoming and the other 
states just mentioned than in New York, Pennsylvania and other 
eastern states. The eastern states, while getting much greater 
total tourist incomes than the western states, are so diversified 
economically, that tourist traffic plays a minor role. 

Many people used to think of Wyoming, Arizona and New Mex- 
ico as cattle or sheep country, but the fact is that in 1939 their 
motor tourist income topped their total farm cash income, govern- 
ment payments included, by a considerable margin.? Incidentally, 
the motor tourist income surpassed also the farm cash income in 
New England, New Jersey, New York and Florida.* 


* The World Almanac, 1940, ‘‘Cash Farm Income by States."* 
8 Ibid. 
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The National Labor Relations Act was adopted July 5, 1935. 
On its face, the act was not very original and certainly not without 
precedent. The provisions relating to unfair labor practices had 
received judicial sanction as early as 1930 in Texas and New Orleans 
Railway Company v. Brotherhood of Railway and Steamship Clerks; 
and the principle that employees should have the right to organize 
free from interference of employers and to bargain collectively 
through representatives of their own choosing was contained in 
the Railway Labor Act of 1926 and in Section 7-a of the ill-fated 
NIRA. 

The really distinctive feature of the National Labor Relations 
Act is its thorough-going enforcement measures. That the act 
has teeth, and very sharp teeth, many were soon to find out. It 
was these enforcement measures which caused the act to be bitterly 
opposed and attacked and which more than anything else have 
brought it into the courts. Immediately the opposition adopted 
the familiar tactics, used so successfully in the case of the Federal 
Trade Commission and the Sherman and Clayton Anti-Trust Acts, 
of first contesting the constitutionality of the act and when that 
failed, of trying to render it inoperative through questioning the 
jurisdiction, procedure and the facts as presented by the board. It 
is now trying to prove by way of statutory interpretation that the 
powers of the board are narrowly circumscribed and very limited. 

In the course of this litigation the courts have had much to say 
about the interpretation of the act and the powers of the board. 
Since the law is virtually what the courts say it is and since the 


1281 U.S. 548, 1930. 
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courts have rendered and can render administrative bodies impotent 
as they did the Federal Trade Commission, it is vitally important 
to study the history of the National Labor Relations Board in the 
federal courts. It is the purpose of this paper to investigate the 
manner in which the board has fared in the courts, and to attempt 
an evaluation of the role which the courts have played in the 
development of the board and its policies. 

To many it seemed that the act was unconstitutional or would 
so be declared for the Supreme Court had recently knocked out the 
NIRA and the AAA. Moreover the Liberty League lawyers in a 
widely publicized brief argued to that effect. It must have been 
a great surprise to many when on April 12, 1937, the Supreme Court 
in handing down five Labor Board cases? ruled the act in its 
entirety constitutional. The most important case was the famous 
Jones & Laughlin case. Here the company discharged employees 
engaged in union activity and refused to obey the board’s order of 
reinstatement with back pay on the ground that the act was un- 
constitutional. The fundamental issues (as in the other cases) 
were whether the act (1) regulates labor in general or interstate 
commerce, (2) regulates intrastate as well as interstate commerce, 
(3) interferes with the employer's right of ‘‘hire and fire’’ and 
(4) whether the company was engaged in interstate commerce. 
The court answered adversely all four of the company’s conten- 
tions. It held that the act (1) regulates interstate commerce and 
not labor in general but that Congress does have the power to 
protect the basic rights of labor; (2) regulates interstate and not 
intrastate commerce but that ‘‘although activities may be intra- 
state in character when separately considered, if they have such a 
close and substantial relation to interstate commerce that their 
control is essential or appropriate to protect that commerce from 
burden and obstructions, Congress can not be denied the power to 
exercise that control’’; (3) does not interfere with the normal 
exercise of the employer's right to select and discharge his em- 
ployees, but that the ‘‘employer under cover of this right may not 


2 NLRB v. Jones ¢” Laughlin Steel Corp., U.S. 1, 1937; Associated Press v. NLRB, 301 U. S. 
103, 1937; Washington, Virginia and Maryland Coach Co. v. NLRB, 301 U. S. 142, 1937; NLRB v, 
Fruehauf Trailer Co., 301 U. S. 49, 1937 and NLRB v. Friedman-Harry Marks Clothing Co. 
301 U. S. 58, 1937. 
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intimidate or coerce his employees with respect to their self-or- 
ganization’’ and (4) that since the company obtained its raw mate- 
rials from, and sold its finished products in, other states thereby 
using the instrumentalities of interstate commerce, it came under 
the provisions of the act. In the Associated Press case, the court 
ruled that the act did not interfere with the freedom of press inas- 
much as employees still could be discharged for failure to follow 
the publisher's editorial policies. 

These decisions did not settle the constitutionality question for 
the lower courts. The First Circuit Court of Appeals continued 
to affirm injunctions against the board granted by the district 
courts until sharply rebuked by Justice Brandeis in the Bethlehem 
Shipbuilding case* who described this activity as ‘‘the result of an 
improvident exercise of judicial discretion.’" The same day in the 
Newport News Shipbuilding case* the Supreme Court unanimously 
held that the district courts had no power to enjoin the board be- 
cause the board's actions are reviewable by the circuit courts. 


II 


Frustrated in their attempts to have the act declared uncon- 
stitutional, the opponents of the act turned their attack on the 
board by questioning its jurisdiction, procedure and the validity 
of the facts as presented. This opened up the whole question of 
judicial review. Judicial review is of paramount importance for 
the NLRA because the orders of the board are not self-enforcing 
and to be enforced must be reviewed by the courts. The reviewing 
court, through Section 10 (e), has the power to issue ‘‘a decree 
enforcing, modifying and enforcing as so modified, or setting aside 
in whole or in part the order of the Board.’’ Moreover as Justice 
Brandeis pointed out in the Bethlehem Shipbuilding case ** 
until the Board's order has been affirmed by the appropriate Cir- 
cuit Court of Appeals, no penalty accrues for disobeying it.”’ 

It is obvious that the power of any administrative body is neces- 
sarily delimited by the enabling statute which created it. Further- 
more, all orders are open to attack if the jurisdiction of the board 


3 Myers et al. v. Bethlehem Shipbuilding Co., 303 U.S. 41, 1938. 
* Newport News Shipbuilding & Dry Dock Co. et al. v. NLRB, 59S. Ct. 793, 1939. 
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is questioned. The jurisdiction of the board revolves around 
unfair labor practices “‘affecting commerce,”’ the latter being de- 
fined to mean “‘... burdening or obstructing commerce of the 
free flow of commerce.’ This is a very broad grant of power to 
an administrative tribunal even though it is necessarily confined 
to the flow of goods in interstate commerce. The Supreme Court, 
in reviewing orders of the board, has uniformly given full effect to 
the act, broad though it may be. In so doing, it has turned aside 
from its previous decisions relating to interstate commerce, and has 
blazed a trail that goes farther than any plotted out in its long line 
of decisions on the commerce power.’ Recognizing the inad- 
visability of attempting to mark out a definite field of operation 
for the board, the court in Jones & Laughlin has stated that the 
‘‘authority conferred upon the Board is left by the statute to be 
determined as individual cases arise.” 

As each case must be decided on its facts, there is opportunity 
for differences of interpretation among the various circuit courts. 
On the whole, however, it would seem that the jurisdictional issue 
is fading as an important issue involving the NLRB. The uniform 
success enjoyed by the board before the courts, especially the Su- 
preme Court, on that phase of the NLRA has begun to have its 
effect and the far-reaching opinions in Santa Cruz Fruit Packing Co. 
v. NLRB and Consolidated Edison Co. v. NLRB* would appear to 
be on the road toward foreclosing litigation of an extensive nature 
on the jurisdictional powers of the board. In the former case it 
was held that the board had jurisdiction over a company involved 
in unfair labor practices in spite of the fact that the company’s 
interstate business amounted to only 37 per cent of its total busi- 
ness. Inthe latter it was held that the board had jurisdiction over 
a public utility company primarily engaged in furnishing power to 
the residents of a city. 


5 See Ohio Valley Water Co. v. Ben Avon Borough, 253 U. S. 287, 289, 1920; St. Joseph Stock- 
yards Co. v. U. S., 298 U. S. 38, 52, 1936; NLRB v. Jones & Laughlin Steel Co., 301 U. S. 1, 
1937. Administrative findings are not final even though supported by substantial evidence 
if the facts are jurisdictional or affect constitutional rights. Crowel/ v. Benson, 285 U. S. 
22, 1932. 

5 49 Stat. 450. 

7 Donoho, “‘Jurisdiction of the NLRB . . . ,"" George Washington Law Review, V1 (1938), 436. 

8 303 U. S. 453, 1938 and 305 U. S. 197, 1938. 
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Employers affected by the act, finding that the courts have com- 
mitted themselves to wide jurisdictional powers of the board, 
have turned the litigation into other channels. One of these 
channels is the challenging of the facts as found by the board; 
another is the attempt to have decisions reversed on the basis of 
faulty methods in findings of fact. 

Despite the fact that the general procedure of the board received 
the court’s sanction in Jones & Laughlin, the issue was again 
raised in 1938 in the Morgan case.* Here a question of adminis- 
trative procedure under the Packers and Stockyards Act was 
involved. The court held that the Morgan group did not have 
proper and adequate opportunity to present evidence in its behalf. 
To avoid having its orders rejected on such a technicality, the 
board decided to vacate its orders against various concerns, but 
two concerns, Ford and Republic Steel, tried to prevent this. In 
the Republic Steel case? the Third Circuit Court enjoined the 
board from vacating its order but was overruled by the Supreme 
Court. The point at issue was whether a circuit court could pre- 
vent the board from vacating its order in a case where a petition 
for review or enforcement had been filed but before a transcript of 
the record had been filed with the court. The Supreme Court 
ruled that Republic Steel was not aggrieved by the power of the 
board to vacate its order before a transcript is filed. In the Ford 
case! the transcript of record had been filed. Nevertheless the 
Supreme Court held ‘‘that there is nothing in the statute, or in the 
principles governing judicial review of administrative action 
which precludes the Court from giving an administrative body an 
Opportunity to meet objections to its order by correcting irregu- 
larities in procedure, or supplying deficiencies in its record, or 
making additional findings where these are necessary, or supplying 
findings validly made in the place of those attacked as invalid.”’ 
In later cases it was held that no appeal from an order of election 
or certification could be made until the board issued orders based 
on that election or certification. 


® Morgan v. U. S., 304 U.S. 1, 1938. 
10 Republic Steel Co. v. NLRB, 107 F (2d) 472, 1939. 
11 Ford Motor Co. v. NLRB, 305 U. S. 364, 1939. 
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In this connection on January 2, 1940, the Supreme Court handed 
down three decisions!? in which it defined the limits beyond which 
the courts cannot go in reviewing the action of the board. The 
court in general held that the NLRA does not provide for judicial 
review of procedures and orders of the board in cases pertaining to 
employee elections and certifications of unions and that the board 
has the final decision with regard to defining the appropriate unit, 
the names of the unions to appear on the ballot and the election 
procedure to be followed. Moreover the right of judicial review 
was held to be limited to cases involving unfair labor practices 
and to instances where the employer refuses to take some action 
predicated upon election results. 

On the other hand the finality of facts found by administrative 
bodies has long been upheld by the courts where upon review it has 
been found that there was substantial evidence to sustain the 
findings, and in the case of the NLRB, the court so held in Jones 
& Laughlin. But what is meant by evidence in this connection? 
Will any and all kinds of evidence do? The best definition of 
‘substantial evidence’’ was given in NLRB v. Thompson Products 
Co.'* wherein the court said in its opinion: 


‘Substantial evidence means more than a mere scintilla. It is of sub- 
stantial and relevant consequence and excludes vague, uncertain or 
irrelevant matter. It implies a quality of proof which induces conviction 
and makes an impression on reason. It means that one weighing the 
evidence takes into consideration all of the facts presented to him and 
all reasonable inferences, deductions and conclusions to ‘be drawn there- 
from and, considering them in their entirety and relation to one another, 
arrives at a fixed conviction.” 


Thus the word ‘‘substantial’’ has been grafted onto the word 
‘“evidence’’ in an effort to exact greater care from an administrative 
body in its efforts to find what the facts are. But does this make 
the concept clearer? In the final analysis ‘‘substantial evidence”’ 
is what the judges say it is and in the period when it was fashion- 
able to browbeat the board, the term “‘substantial’’ proved quite 


12 AFL et al. v. NLRB, 60 S. Ct. 300, 1940; NLRB v. International Brotherhood of Electrical 
Workers, 60 S. Ct. 306, 1940 and NLRB v. Falk Corporation, 60 S. Ct. 307, 1940. Also see 
Amalgamated Utility Workers v. Consolidated Edison Co., 60 S. Ct. 561, 1940. 

18 97 F (2d) 13, 1938. 
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elastic. Moreover was the word added to help the board or to 
render an administrative body helpless and thereby nullify the 
rights guaranteed by the act? Time alone will tell but so far for 
the most part, the orders made by the board have not been reversed 
in the federal courts for lack of substantial evidence. This is not 
universally true in all of the cases which have been adjudicated, 
but for the most part and on the more important points, it would 
seem to be true." 

Of course, there can be no definitive rule as to what constitutes 
substantial evidence and no certainty as to when the facts as found 
may survive judicial review. Several dissenting opinions have 
been written resting partially on an inability to agree with the 
majority on the propriety of the facts found. In a few instances, 
the board has been called to task for making findings which, in 
the opinion of the court, were supported by insufficient evidence 
and where therefore the order of the board has not been enforced. 
Thus in the Columbian Enameling and Sands Manufacturing Co. 
cases'® the Supreme Court has ruled all the facts as found to be 
without support of substantial evidence. In the former case, the 
court went beyond the circuit court in reversing a finding that an 
employer refused to bargain collectively with the union where a 
Labor Department conciliator and not the employees sought to 
bargain. Significant as the decision may be as a rebuff to the 
Board, the majority and dissenting opinions, taken together, 
focus on the vital issue of judicial review. Justices Black and 
Reed, dissenting, took up the cause of commission government and 
warned that decisions like this one thwarted the effectiveness of 
administrative bodies. As stated in the dissent, ‘‘Courts should 


1 The board's findings have been reversed by the courts in the following cases because 
they were without substantial foundation: Bell Oil & Gas Co. et al. v. NLRB; 91 F (2d) 509, 
1937; Appalachian Electric Power Co. v. NLRB, 93 F (2d) 985, 1938; NLRB v. Thompson Products, 
Inc., 97 F (2d) 13, 1938; NLRB v. Union Pacific Stages, Inc., 99 F (2d) 153, 1938; Peninsular & 
Occidental S. §. Co. v. NLRB, 98 F (2d) 411, 1938; NLRB v. Lion Shoe Co., 97 F (2d) 448, 1938; 
Ballston-Stillwater Knitting Co. v. NLRB, 98 F (2d) 758, 1938; Standard Lime & Stone Co. v. 
NLRB, 97 F (2d) 531, 1938; Fansteel Metallurgical Co. v. NLRB, 306 U. S. 240, 1939; NLRB 
v. Columbian Enameling & Stamping Co., 306 U. S. 292, 1939 and NLRB v. Sands Manufacturing 
CO., 306 U. S. 332, 1939. 

18 NLRB v. Columbian Enameling & Stamping Co., 306 U.S. 292, 1939 and NLRB v. Sands 
Manufacturing Co., 306 U. S. 332, 1939. 
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not—as here—substitute their appraisal of the evidence for that 
of the Board.”’ 

A recent decision expressing that point of view was that in the 
Waterman Steamship case"* wherein the Court held that the board 
has exclusive power to make findings of fact from the evidence in 
a case and that the courts have authority only to review questions 
of law. Also it ruled that the lower courts have no authority to 
substitute their judgment of the facts for that of the board, and 
that the lower court in this case had unwarrantedly interfered 
with the exclusive jurisdiction of the board. 


IV 


Lately attention has swung away from the problems of juris- 
diction and validity of evidence and turned to that of review of 
the board’s orders which require affirmative action on the part of 
the employers. It is in this aspect of the board's participation 
before the federal courts that much controversy is raging. In 
this connection orders calling for disestablishment of a company 
union, the invalidation of a contract between an employer and a 
union and the reinstatement of employees with or without back 
pay must be considered. 

It is true that the NLRA gives the board authority to order 
an employer to act positively as in the case of reinstatement of 
employees and the making of compliance reports, but no mention is 
made of withdrawal of recognition from a union with which the 
employer previously carried on negotiations nor disestablishment 
of acompany union. Thus in reviewing the first cases whercia the 
board ordered withdrawal of recognition and disestablishment, 
the Pennsylvania Greyhound’ and the Pacific Greyhound!® cases, 
the courts faced a problem not expressly provided in the act, and 
one which demanded an examination of the language and the 
policy of the law as expressed in the statute itself. In these two 
cases the Third and the Ninth Circuit Courts refused to uphold 
the board. They maintained that the board lacked authority to 

18 Waterman Steamship Co. v. NLRB et al., 60 S. Ct. 493, 1940. 


17 NLRB v. Pennsylvania Greyhound Lines, 303 U. S. 261, 1938. 
18 NLRB v. Pacific Greyhound Lines, 303 U. S. 272, 1938. 
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issue orders of such a nature without notice to the union aad 
opportunity for hearing and without an election by the employees 
to choose a union to represent them. The Supreme Court, how- 
ever, took a practical view of the act and reversed the lower courts 
and ordered disestablishment of the company unions. It was 
comparatively simple for the court to reach its result since it had 
merely to rely on the broad language of the original statute and 
base its opinion on that phrase permitting the board ‘‘to take 
such affirmative action. . . .as will effectuate the policies of the 
Act."’ Nor was the court without precedent in its action. In 
the Railways Clerks case'® it had upheld an order under the Rail- 
way Labor Act directing the employer to disestablish a company 
union. Since the latter statute is recognized as the precursor of 
the NLRA, the decision of the court appears to be a normal out- 
growth of the development of labor relations in this country.?° 

The first cas¢ involving the invalidation of contracts between 
employers and a labor union was the Consolidated Edison case.?! 
As a review of the board's order to ‘‘cease and desist from giving 
effect’’ to the petitioner’s contracts with an AFL local, the opinion 
of the Supreme Court is susceptible of several different interpreta- 
tions. The court found that the contracting union was an in- 
dependent unit, free from control by the employer and that the 
contracts were fair and salutary. It therefore refused to apply 
Section 10 (c) of the act, since, in the opinion of the majority, 
to render the agreement void would be a punitive action and not a 
remedial one. The court pointed out that the policy of the act is 
to eliminate obstructions to the free flow of commerce and that 
the setting aside of the contracts would hinder rather than aid the 
flow of commerce. 

The court refused to find any parallel between the Consolidated 
case and the Pennsylvania Greyhound case as urged by the board, 
and ruled that in the former case the contracting union was an 
indispensable party to the action, notwithstanding that in the 
Greyhound case the company union was held to be a necessary part. 

19 Op. cit. 

20 See Byrer, ‘“The Railway Labor Act and the NLRB,"’ West Virginia Law Quarterly, 


1937; P- I. 
21 Consolidated Edison Co. v. NLRB, 59 S. Ct. 206, 1938. 
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The court’s distinction was predicated on the fact that in the 
Greyhound case the employee organization was a company union, 
whereas in this case, the union was an independent one with 
“valuable and beneficial interests in the contracts.’’ Justices 
Reed and Black, dissenting, argued that ‘‘the unions are affected 
by the action on the contracts, exactly as the labor organization 
in the Greyhound case was affected by the order of the Board to 
withdraw recognition.”’ 

A reading of the majority opinion reveals that the validity of 
contracts was not an issue in the case. The board failed to allege 
that the contracts were the result of unfair labor practices of the 
employer and if this had been done and the allegations proved, the 
order might have been upheld by the court.2* As the case stood, 
the contracting union was viewed as independent and the contracts 
valid. Whether or not the holding in this case simply revolves 
around this precedural point, or is a declaration by the court that 
orders postulated on the broad language of Section 10 will be 
subjected to stringent review, remains to be seen.** 

The matter of individual employment contracts was brought up 
in the National Licorice Co. case.** In this case the Supreme 
Court held that individual employment contracts which restrict 
the rights of collective bargaining may be held invalid by the board. 
Here the company had entered into contracts with its employees 
through a company-dominated collective bargaining committee 
whereby each employee agreed not to demand a closed shop nor 
require any signed agreement by the employer with a union. The 
board directed the company to post notices announcing that the 
contracts were void and of no effect. The court went even farther 
than the board in ruling that such notices should state that the 
employer would henceforth cease from entering into or enforcing 
such contracts, but that the employees might advance any legal 


22 The court held that, ‘‘... the main contention of the Board is that the contracts 
were the fruit of the unfair labor practices of the employers; that they were ‘simply a device 
to consummate and perpetuate’ the company’s illegal conduct and constituted its culmina- 
tion. . . . If the Board intended to make that charge it should have amended its complaint 
accordingly, given notice to the Brotherhood, and introduced proof to sustain the charge.” 

23 See W. Burpee; ‘Withdrawal of Recognition from a Company Union,"’ Oregon Law 
Review, June, 1938, pp. 347-48. 

%4 National Licorice Co. v. NLRB, 60 S. Ct. 108, 1939. 
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right acquired under existing contracts. The decision was based 
on the fact that the contracts deprived the workers of their legal 
right of collective bargaining and were contrary to the public 
policy of the act in discriminating against the unions by for- 
bidding signed contracts with unions while permitting them with 
individual employees. 


V 


The third discretionary order of the board to be considered is 
that which orders reinstatement of employees to their former 
positions. Many of the cases reviewed by the courts involved an 
order invoking Section 10 (c) of the NLRA which empowers the 
board to reinstate employees where such action will effectuate 
the policies of the act. Judicial sanction for this grant of authority 
may be found in the Railway Clerks case in which the court de- 
creed the restoration to service of employees discharged in viola- 
tion of the Railway Labor Act of 1926. To the employees aggrieved 
by unfair labor practices, this device of reinstatement is extremely 
important, particularly with a choked labor market. Moreover 
it is common knowledge that in numerous instances employers 
have sought to discourage union activity by discharging those 
engaged in it. Thus without the ability of the board to compel 
the return of these employees to their jobs, the act would be much 
less effective. 

The Jones & Laughlin decision upheld the power of the board to 
order reinstatement of the employees with back pay but many 
problems remained unsettled. The central question undoubtedly 
was whether or not an employee-employer relationship had existed 
so as to confer jurisdiction on the board to make the order. By 
Section 2 (3) of the act, the term employee is defined as ‘*. . . any 
individual whose work has ceased as a comsequence of, or in 
connection with any current labor dispute or because of any unfair 
labor practice, and who has not obtained any other regular and 
substantially equivalent employment... .’’ Prior to the MacKay 
Radio case,?* there was some dispute as to the status of employees 
who had voluntarily left their employment as the result of a 


25 NLRB v. MacKay Radio & Telegraph Co., 304 U. S. 333, 1938. 
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labor dispute. Since then it has been well established that 
although an employee may have struck, he still remains an “‘em- 
ployee’’ to his employer, and that the board has jurisdiction to 
order the reinstatement of striking employees who come within 
the scope of Section 2 (3). It is unnecessary that there should 
be some unfair labor practice on the part of the employer which 
induces the rupture; it is enough that work ceased ‘‘in connection 
with any current labor dispute.’’ That the unfair labor practice 
occurred after work stopped does not preclude the reinstatement 
of a ‘striking employee.’’** 

A problem arises where the employer has filled the striking 
worker's position. If the employer has not been guilty of a 
violation of the act, there can be no order requiring him to dis- 
charge the new employee and take back the old one.?”7_ But where 
he chooses to continue the relationship between himself and the 
striking worker, he cannot adopt discriminatory tactics when 
rehiring, with a view toward punishing those who have been 
zealous in union activity. To do so is to subject himself to an 
order of reinstatement.?® 

Section 2 (3) of the act, while not couched in the express words, 
allows the use of the term ‘‘striking employee;’’ but it also requires 
that the employee shall not have ‘‘obtained any other regular 
and substantially equivalent employment.’’ The Supreme Court 
has not inquired in any cases coming before it if the employees 
have obtained other employment since their discharge or going on 
strike but the lower courts have in several cases.2® In the Moores- 
ville Cotton case, the Fourth Circuit Court declined to enforce an 
order of the board requiring the employer to reinstate men who had 
obtained equivalent employment elsewhere on the grounds that 
the decree was contrary to statutory provisions. The board dis- 
agrees with this position and argues that those men ought still 
to be considered employees since they are workers entitled to vote 


26 ‘Power of the NLRB to Require Reinstatement of Striking Employees . . . ,"" Harvard 
Law Review, Jan., 1938, pp. $53-54- 

27 The relevant cases are MacKay Radio and Bell Oil & Gas Co. 

28 L. N. Stone, ‘Reinstatement and Back Pay under the NLRA,"’ Obio State Law Journal, 
June, 1938, pp. 372-3. 

29 Mooresville Cotton Mill v. NLRB, 97 F (2d) 959, 1938 and NLRB v. Carlisle Lumber Co., 
94 F (ad) 138, 1938. 
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at company elections and persons to whom the employer owes a 
duty to bargain and to refrain from interference with their self- 
organization. When aman is discharged his reserves and those of 
the union are limited and soon he must go on relief or seek other 
employment. If he does the latter, the employer has succeeded in 
weakening the union by eliminating key men. If he does the 
former his morale is weakened and the back pay that the company 
will have to pay will be greatly increased. Accordingly these 
men ought still to be considered as employees subject to rein- 
statement. Since then the Ninth Circuit Court in the Carlisle 
case has ruled that a worker's status is determined at the time of 
the board’s order, but unfortunately for organized labor enough 
time may elapse to force the employee to accept other employment. 
Since these two decisions, the board has tried to define the term 
“substantially equivalent employment’’ so narrowly as to realize 
itsargument. Its definition takes cognizance of wage rates, work- 
ing conditions, security, seniority, rank and position, location and 
above all others whether the worker wishes to return to his former 
position. However, future court decisions will have to decide 
whether that definition is acceptable or not. 

An even more complex and troublesome problem is presented 
where the “‘striking employees’’ display illegal conduct and the 
court must pass on the board’s order of reinstatement. While 
the board has decreed the reinstatement of employees guilty of 
various offenses, the courts have been loath to enforce such orders. 
Thus, in a decision characterized as “‘its most important step to 
confine commission government within the bounds of the con- 
stitution,’’*° the Supreme Court in the Fansteel case*! dealt with 
the controversial issue of the sit-down strike and denied redress to 
the strikers. The primary question was whether or not the board 
had authority to compel the reinstatement of employees discharged 
for taking part inasit-downstrike.* The board's findings that the 
company had engaged in unfair labor practices were sustained by 
the entire court. The strikers took possession of the plant after 
the company had refused to recognize or bargain with the union. 

30 New York Times, Mar. 5, 1939- 

31 NLRB v. Fansteel Metallurgical Co., 59 S. Ct. 490, 1939. 


32H. M. Hart, Jr., ““The Fansteel Case... . ,"" Harvard Law Review, June, 1939, pp. 1275- 
1329, passim. 
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Upon refusal to quit the premises, they were discharged and 
eventually ejected forcibly. To sustain its order of reinstatement 
the board used three arguments. (1) That the unfair labor 
practices precipitated the strike, (2) that despite the discharge 
for illegal conduct, these men were “‘striking employees’ and 
(3) that reinstatement was proper in order to ‘‘effectuate the 
policies of the Act.’’ The court answered each of these arguments 
adversely to the board. The first contention was dismissed by 
pointing out that the employees had their remedy under the act 
and that the company ought not to be deprived of its rights because 
of its own extralegal conduct. The court however forgot that the 
employer likewise has remedies at law for illegal activities of his 
employees and that perhaps employees too ought not to be deprived 
of their rights because of their extralegal conduct. This is un- 
fortunate as it might cause an employer to provoke illegal acts 
on the part of his employees whereby he might escape liability 
for his own illegal acts. 

The result of the second contention of the board may be of 
far-reaching consequence, for here the court again had to interpret 
Section 2 (3) and define a striking employee. In doing so, it 
repudiated the view that the legislative intent was to require 
employers to reinstate employees striking because of unfair labor 
practices despite their unlawful conduct. Under this interpreta- 
tion, the term “‘striking employee’’ must be considered to mean 
‘lawfully striking employee,’’ since to others the act does not 
apply. Assuming the correctness of the result, the precise import 
of the term ‘‘unlawful conduct’’ raises an important new problem. 
Does it mean that a court may, in the future, refuse to apply the 
act by holding that the discharged employees were participants in 
an ‘‘unlawful strike?’’ If so, the ultimate effect of this decision, 
which dealt only with the sit-down strike, may be to provide the 
courts with a device to render the act powerless, in a manner not 
unlike that adopted by them in their construction of the anti- 
injunction provisions of the Clayton Act. 

Reverting to the majority opinion in the Consolidated Edison 
case, the majority in the Fansteel case answered the board's third 
contention by stressing that the board’s ruling must be remedial and 
not punitive, and that the reinstatement of sit-down strikers 
would not ‘‘effectuate the policies of the Act." According to the 
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court, to apply Section 10 (c) here would be to encourage illegality 
and violence, and would work a result in contravention of the 
statue. This is, of course, the opinion of the court and does not 
follow any definite and well-established rule of law. By admission 
of the court, other things beside absolute justice were considered, 
such as the encouragement of illegality and violence. 

No less significant than the majority opinion in the Fansteel 
case are the implications of the dissenting opinions of Justices 
Reed and Black. These justices pointed out the difficulty of 
gauging unlawful activity in the administration of a statute con- 
cerned with the interplay of highly volatile social forces. They 
would not append any qualifications to the term ‘“‘striking em- 
ployee,”’ for, in their view, an employee who ceases work in a 
labor dispute involving unfair practices on the part of the employer 
should be released from the employer’s right of discharge for that 
period. As for ‘‘unlawful conduct,’’ they contended that the 
usual law enforcement machinery is the answer. The important 
consideration is the preservation of the employee-employer re- 
lationship during the period of friction. The minority would com- 
mit the problem of reinstating employees guilty of serious offenses 
to the discretion of the board which should be free from judicial 
interference. 

The decision in the Fansteel case had the immediate effect of 
prompting employers to discharge sit-down strikers, but since the 
sit-down strike has already disappeared as a weapon of labor, it 
is unlikely that the exact case will recur soon. Yet the seed sown 
in it from which complexities in the administration of the act may 
be expected to grow is the term “‘unlawful’’ as applied to strikes. 
This fear however may not be realized for since then the Third 
Circuit Court in the Stackpole Carbon Co. case held that violence 
in the picket line did not preclude reinstatement of an employee 
striking because of unfair labor practices, for the rights given by 
the NLRA are not destroyed by violence of a type as common to 
labor disputes as a fist fight in a picket line. It also held that each 
individual and not the union is responsible for his illegal acts. 
Nevertheless the situation in regard to violence is not certain. It 
seems clear from the Congressional reports that Congress did not 
intend the act to apply to unfair labor practices of employees and 
this received the court’s sanction in Jones & Laughlin. 
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The board’s position is that in considering employees for 
reinstatement the effect on the employees and employers should 
not be considered but rather the effect on commerce and whether 
reinstatement will effectuate the policies of the act. It holds that 
if the violence is of a minor type such as a misdemeanor, rein- 
statement will be ordered but if of a major type such asa felony, 
reinstatement will be denied. But in either case the board believes 
that the decision ought to be left to it for it is in the best position 
to decide. The Supreme Court in its last term by refusing to 
review certain cases indicated that the board was within its rights 
when ordering reinstatement of employees guilty of violence of a 
minor nature. 

The violation of a contract by striking employees has been held 
to bar them from reinstatement. The courts which have so 
maintained in their review of the board’s orders, have declared 
that the abrogation of the contractrelationship severs the employee- 
employer bond. Therefore the board has no authority to direct 
reinstatement. This was held by the Seventh Circuit Court in 
the Columbian Enameling case and by the Supreme Court in 
NLRB v. Sands Manufacturing Co. In the latter case the employer, 
under contract with the union, had been found by the board to 
have interfered with and coerced his employees, discriminated 
against certain of them for union activity and refused to bargain 
collectively. The majority upheld the circuit court’s reversal of 
the board’s order of reinstatement on the ground that the evidence 
was insufficient to warrant the conclusions. Since the union had 
breached the seniority provisions in the contract, the company 
was justified in closing the factory and was under no obligationto 
bargain with the “‘striking workers,’’ except at their request. 
The refusal of the men to work under the terms of the contract 
allowed the employer to enter into an agreement with a new union 
and hire new men in lieu of the old. Though a request to bargain 
was made immediately thereafter, it was too late to be of con- 
sequence; therefore said the court, the employer could not be 
adjudged guilty of violation of Section 8 (5) for the strikers were 
no longer in his hire. 

The awarding of back pay is closely related to that of reinstate- 
ment and the constitutionality of both were decided in Jones & 
Laughlin. The Supreme Court in its last term refused to review 
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several cases involving back pay, thereby indicating that the 
back pay orders of the board are not repugnant to the Constitution. 
The Seventh Circuit Court in Blankenship v. Kurfman** held that 
the individual has no right to back pay and cannot sue for it, but 
if the board believes it will effectuate the purpose of the act, it 
may so order. The present status of the back-pay order is that 
persons who have been discharged, refused reinstatement or 
employment, demoted or who have left their employment because 
of demotion, transfer or discrimination are entitled to back pay. 
The board does not believe in awarding back pay to strikers, 
although it does order that they be reinstated. This is to en- 
courage recourse through the act rather than through a strike. 
Thus, when employees have voluntarily struck, back pay has been 
denied them. However, the board will order back pay where an 
employer has not observed an order of reinstatement with the 
back pay running from the date reinstatement should have been 
effected. This was upheld by the Supreme Court in the MacKay 
Radio case. 


VI 


Having traced the history of the NLRB in the federal courts, it 
is NOW necessary to attempt an evaluation of the role which the 
courts have played in the development of the board and its policies. 
The question that immediately arises is whether or not the courts 
are usurping the power granted to the board by the enabling statute 
that created it; or whether or not the decisions of the federal courts 
with regard to the board have shown a tendency to follow the 
emasculatory lines of the decisions regarding the Federal Trade 
Commission. The Federal Trade Commission is a close parallel 
to the NLRB as far as structure and procedural method is concerned, 
and was created with quite parallel ideas as to the regulation of 
economic conflict. 

Despite the good intentions of those who promulgated the 
Federal Trade Commission, the courts, in a series of decisions, 
gradually deprived it of almost all its powers. In the Gratz 
case, the Curtis Publishing Co. case, the Raladam case and others, 
the court assumed the power to decide the legality of a given trade 


33 96 F (2d) 450. 
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practice regardless of the opinion of the commission; it assumed 
the right to hear additional evidence over and above that taken 
by the commission and to change the decision on the basis of this 
additional information; and by ruling that the commission was 
not the proper agency to which a private person should take a 
complaint unless he was representative of a substantial body of 
competitors, it sounded the death-knell of the Federal Trade 
Commission as an effective administrative organ.*4 

Has the NLRB tended to suffer the same fate as the Federal Trade 
Commission* On the whole, the answer is ‘‘No;’’ the board has 
fared much better than has the Federal Trade Commission. For 
the most part, the decisions of the board have been upheld in the 
federal courts. The courts have persisted in giving the NLRB as 
broad an interpretation as the legislators intended. This has not 
been true of the FTC. There the courts have continually narrowed 
the scope of the activities proper for that body to pursue. The 
jurisdiction of the NLRB, on the contrary has actually been 
broadened by the new interpretation of interstate commerce, and 
its findings of fact have been upheld, for the most part, in the 
federal judiciary. Of course, the board and the Supreme Court 
came to a violent disagreement on the question of the sit-down 
strike, but the importance of the sit-down strike had passed when 
the Fansteel decision was made. There may be some danger 
that the Fansteel case may be taken as a precedent for future 
limitations on the power of the board as far as the reinstatement of 
workers is involved. But despite this adversity, there are no 
indications that the board is going to suffer continued frustration 
at the hands of the courts, particularly with the present member- 
ship of the Supreme Court and of the board. Indeed, recent trends 
tend to suggest that the board will not have to be further rebuked 
by the courts. If the board will pursue its policies with caution 
and be as objective as possible in the gathering of information, 
there is no reason why it should continue to differ with the courts. 
The board has long had the reputation of being definitely pro- 
labor, and it may have been in this respect that it was reprimanded 
by the court in the Fansteel case. 


%N. B. Gaskill, Regulation of Competition, passim. 








COMMUNICATIONS 
IN REPLY TO MR. HICKS 


I have long felt that an author should never question a reviewer's 
general appraisal of his book and that he should reply to criticism 
on particular points only if his position as expressed in the book had 
been grossly misrepresented. I can adhere to my own rule and 
still feel justified in making a few remarks concerning Mr. Earl 
Hicks’ review of my Introduction to Monetary Theory in this journal 
for January of this year, for he repeatedly misstates my position. 

(1) I do not anywhere state that income produced and income 
paid out are identical. It is stated that income produced may be 
looked upon as accruing to various elements of the community, 
but it is explicitly pointed out (pp. 125-126, as well as in sub- 
sequent discussions) that amounts paid out by business firms may 
exceed or fall short of income produced. Several of Mr. Hicks’ 
criticism are based upon his misunderstanding of this point. 

(2) I did not state that the situation, saving = investment, is 
one of “‘equilibrium’’. Instead, I took pains to argue (pp. 131- 
133) that under some conditions the level of money income must 
change if ‘“‘disequilibrium’’ is to be avoided. 

(3) Far from contending that investment is ‘‘the money value of 
new finished investment goods sold’’, I specifically pointed out that" 
net changes in enterprisers’ inventories of both finished and par- 
tially finished goods must be included under this head (pp. 126, 
127, 135, 139, 1§7, 172, 178). 

(4) Nowhere did I commit the elementary error of arguing that 
the income and expenditure analysis can be easily expressed in 
terms of the transactions equation of exchange, MV = PT. It 
is obvious that V is not income velocity, that T does not refer only 
to the flow of new output, and that P is likely to behave quite 
differently from the price level of output. It is just as obvious 
that the income and expenditure approach and the income type of 
quantity theory (pp. 71-73) have many elements in common. 
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(5) To the charge that I misunderstand the source of business 
profits, ‘‘an error that is inexcusable in a discussion of the Key- 
nesian equations’’, I should like to reply that the analysis used is 
more Robertsonian than Keynesian, that virtually all monetary 
theorists have—and properly so—discarded the “‘profit’’ analysis 
of Keynes’ Treatise, and that more useful results are to be secured 
from an analysis of the behavior of money demand for output. 

(6) The reviewer’s comments concerning my treatment of the 
multiplier are misleading in several respects. (a) I neither state 
that the value of the multiplier is infinity nor define it in such a way 
that this result must follow. Rather, I emphasize the unpre- 
dictability and variability of the multiplier and point out that 
under some conditions it may even be negative (pp. 144-147). 
(b) It is nowhere argued by me that either the quantity of money 
or the income velocity of money will remain constant. Instead, 
it is emphasized that pump-priming is likely to lead to their varia- 
tion. (c) It is true that I do not discuss the multiplier in terms of 
Keynes’ ‘‘marginal propensity to consume’’, but it does not follow, 
as Mr Hicks suggests, that what I have discussed is wholly un- 
related to the phenomena included by Keynes under the head of 
the multiplier. I remain convinced that these phenomena can be 
analyzed at least as satisfactorily by the use of the period analysis. 
In support of this thesis I cite the informative treatments by J. M. 
Clark (Economics of Planning Public Works, 1935, pp. 85-103) and 
G. von Haberler (Prosperity and Depression, 1940, pp. 222-232). 

(7) If Mr. Hicks had bothered even to glance at the first few 
pages of Chapter VII he could hardly have stated that capitaliza- 
tion and the concept of the natural rate of interest were ignored. 

The only purpose of this reply is to indicate the most important 
cases in which Mr. Hicks has misstated my position. As an 
interested party I feel disqualified to evaluate his general appraisal 
of the book and to judge whether it is my fault or his that he 
failed to understand the points on which he commented. 

Amherst College Lester V. CHANDLER 
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The Dynamics of War and Revolution. By Lawrence Dennis. New 
York: Weekly Foreign Letter, 1940. Pp. xxxi, 259. $3.00. 
At the time of the great depression Mr Lawrence Dennis was one 

of the most brilliant and resolute of our liberal writers. His 
first important book, Is Capitalism Doomed? (1932), was one of the 
ablest criticisms of finance capitalism and financial imperialism 
ever written from the liberal point of view. Had the New Deal 
philosophers taken its facts and arguments into account, they 
might have worked out a more adequate and successful program of 
social reconstruction. 

During the early years of the New Deal, Mr. Dennis apparently 
became fed up with the double-crossing, timidity and confusion 
of thought which prevailed in the American liberal camp. He 
believed that liberalism was doomed because of its lack of realism, 
consistency and courage. Hence, American Fascism seemed to 
Dennis to be inevitable. In the light of this fact, it appeared to 
him preferable that American Fascist doctrine should be formulated 
and executed by able and educated men, like Dennis, rather than 
by thugs, who might take over by means of varied ‘‘sucker-bait”’ 
campaigns. 

This new phase of Mr. Dennis’ thought was set forth in 1936 
in his work on The Coming American Fascism. This book was 
devoted more to showing that Fascism is inevitable in this country 
than to arguing for its desirability. Dennis went into some detail 
in indicating how Fascism is likely to come to this country, rapidly 
if we go to war, and more slowly as the aftermath of capitalistic 
disintegration. 

It is probable that Mr. Dennis has now become even more fed 
up with American liberals, as a result of their somersaults since 
September, 1939, and especially since May, 1940. Since the second 
world war broke out he has been issuing a Weekly Foreign Letter, 
which has been uncannily accurate in its analysis and predictions. 

This is not surprising, in the light of Mr. Dennis’ superb pre- 
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paration for this kind of work. He is a veteran of the first world 
war, having started with the Plattsburgh preparedness movement. 
He has travelled widely, has served long in foreign assignments in 
the State Department, and was for some years chief adviser to one 
of the leading Wall Street investment banks, giving especial 
attention to investments in Latin America. 

Mr. Dennis has given proof of his integrity and honesty by 
consistently opposing American intervention in the second world 
war. It is obvious that his personal interests would be advanced 
by our speedy entry into the war, which would hasten the arrival 
of American Fascism and give Mr. Dennis immediate opportunity 
to apply his talents. 

His latest book, Dynamics of War and Revolution, is an analysis of 
the great period of world change through which we are now pass- 
ing. It was originally published by Harper’s, but they withdrew 
their edition as the result of the hysteria following the German 
Blitzkrieg in May and June. 

The main theme of the book is the bankruptcy of liberalism, 
because of its lack of realism, coherence and systematic planning. 
It has failed primarily because it has not been able adequately to 
exploit mass production or to provide sufficient mass-purchasing 
power. 

Mr. Dennis sees the world as, at present, in the early stages of 
a great revolutionary era. Reflecting the increasingly revolu- 
tionary tendency of European Fascism, he is now inclined to call 
the movement Military Socialism. It will be a socialism of the 
élite for the benefit of the masses. 

After the war is over, we may look for a consolidation of eco- 
nomic power, in which production for profit will be supplemented 
on a large scale by what Mr. Dennis calls ‘‘Pyramid Building’. 
He means by this extensive public works and far more attention to 
economic activities devoted to public services and increased 
consumption. The book is unrivalled as a critique of the terminal 
stage of liberalism and capitalism. 

Mr. Dennis’ ideology is contrary to the reviewer's prejudices, 
but the book must be either answered or accepted. It cannot be 
laughed or sneered off. There is no writer today who is better 
informed or who is possessed of a more relentless logic. 

Cooperstown, N. Y. Harry Etmer Barnes 








560 BOOK REVIEWS 


The Federal Financial System. By Daniel T. Selko. Washington, 

D. C.: Brookings Institution, 1940. Pp. V, 606. $3.50. 

One finds it difficult to view a book like this without an emo- 
tional reaction, because it has tragically fallen short of greatness. 
A prodigious amount of valuable effort has gone into digging up 
significant facts; considerable care has been exercised in interpreting 
the evidence. The work as a whole, thus, is the only well- 
organized and up-to-date general study of the country’s fiscal 
administration and its history; and, formal objections aside, the 
presentation of facts is effective. But, alas, the contribution is 
marred by the author's determination to make a case for a point of 
view expressed in 1937 in a preliminary (and briefly summarized) 
version of the present study. Even the early history of federal 
fiscal policy is presented in the light of the writer's propagandist 
motives (e.g., p. 77). 

In general, the Selko view, directly summarized in Chapter 29, 
is that Congress should maintain direct and continuing control 
over exercise of executive discretion in routine financial manage- 
ment. Added to this is the author’s unbounded enthusiasm for 
administration by boards (illustrated at pp. 287-8 where it is 
recommended that revenue collection be turned over to a board 
which would ‘‘feel greater direct responsibility fo Congress’’). 
Aside from the fact that both these logically defensible conclusions 
have been completely discredited by long experience, their obtru- 
sion at every possible opportunity gives the book, which purports 
to be a work of scholarship, an unfortunately partisan tone. Dr. 
Selko has not planned his volume as a propaganda medium; so it 
can scarcely be regarded as a masterpiece of controversy. 

In a number of respects, the study is of major importance as a 
research product. (1) In no other one work can one find so ade- 
quate a factual analysis of the history and status of the several 
principal phases of federal financial administration. (2) Although 
significant omissions can be discovered, the bibliography must be 
gratifying and give service to a reasonable extent. (3) As a 
reference work, the book will be decidedly useful—aided, as it is, 
by a good index and by an even better analytical table of contents. 
(4) The student of public finance will find the author's analysis of 
Congressional procedure in financial matters and his recommen- 
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dations concerning legislative fiscal planning (so far as they involve 
no relationship with the administration) generally well considered. 
In fact most of Selko’s proposals along this line would be chal- 
lenged by very few careful students. 

In general, despite disappointment that the author (from infeli- 
city of expression, from undue zeal for particular policies, and from 
other causes examination of which has been precluded by space 
restrictions) failed to produce a monumental research product, 
The Federal Financial System cannot be omitted from any library 
on American federal finance. 

University of Kentucky james W. Martin 


Principles of Public Finance. By M. H. Hunter and H. K. Allen. 
New York: Harper & Brothers, 1940. Pp. xx, 672. $3.50. 
This text retains the framework and organization of the 1926 

Hunter’s Outlines of Public Finance, but much new material based 

upon fiscal developments of the past decade has been incorporated. 

The most distinctive characteristic of the book is the dominant 

view of the authors that a sound system of public finance is pri- 

marily dependent upon application of the principles of economics 
to the fiscal aspects of societal activities. 

The book assumes in places greater facility in economic reasoning 
than is common to the undergraduate in a public finance course. 
It covers, often very compactly, a wide range of topics which 
acquaint the reader with most of the constituent subject matter 
and problems of public finance. The graduate student can prof- 
fitably follow its inclusive topic organization and round out his 
information through collateral reading. 

In a chapter on taxation of economic surpluses, the authors 
accept a principle of “‘natural right’’ to private property and point 
the reader toward the conclusion that there is no significant 
difference between man’s right to private property in land and his 
right to private property ina motorcar. In arguing the identity, 
in kind, of other extensive socially created values with land values, 
there is a curious slighting of the supply side of the value determin- 
ants. Pure site value does not appear to be amenable to the logic, 
and the authors’ reasoning could easily lead to conclusions differing 
from theirs. 
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The authors’ tendencies to avoid evaluations of practices and 
proposals in some cases where conclusions might justifiably be 
drawn are offset to a very considerable extent by inclusion of 
pertinent parts of the model plan of state and local taxation in the 
appendix for reference. Thought-provoking questions follow 
each chapter but good answers to most of them would require 
more or less extensive research. 

It is highly commendable that the authors have carried the 
principles of shifting and incidence through enough specific situa- 
tions in which they are applicable to illustrate their bearing upon 
every revenue-raising problem. The authors do not distract the 
reader with elsewhere obtainable statistics beyond occasional 
illustrative use. The book has good balance and will find favor 
with teachers who want to put more emphasis on the principles 
of public finance than upon mere description of the practices. 

University of Alabama J. Russert Boner 


The Economics of War. By Horst Mendershausen. New York: 

Prentice-Hall, 1940. Pp. xiv, 314. $2.75. 

This book might well be required reading for radio commentators 
and editorial writers, and will certainly be welcomed by most 
economists. It is a condensed statement of the theory of war 
economics. The first part discusses the factors of war production, 
the second part analyzes the war economy inside of a belligerent 
nation, the third and least adequate part sets forth the effect of 
war on international trade and on the internal economic life of 
the neutrals, and the fourth and final part deals with economic 
demobilization and the aftereffects of war. 

The theoretical positions taken are usually conventional. It 
is unlikely that any of them will stir up controversy, except the 
author's theory that currency inflation is justifiable and practicable 
in a period of great unemployment. The factual data which 
support the theoretical positions are drawn principally from the 
history of the first world war. The literature of that war has 
apparently been examined rather fully, the references are adequate, 
and the details in general are carefully done. 

Of the detailed analyses there is only one instance in which the 
reviewer is inclined to be critical. This is the analysis of the 
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American War Industries Board’s policy in fixing maximum prices. 
Mendershausen explains the ‘“‘bulk-line’’ method which was 
followed by the board, and concludes that the theory was “‘gen- 
erous’’ to the producers. There is certainly ground for an opposite 
conclusion. 

University of Alabama Lez Brpcoop 


Government Spending and Economic Expansion. By Arthur E. Burns 
and Donald S. Watson. Washington, D. C.: American Council 
on Public Affairs, 1940. Pp. vi, 176. $2.00. 

This book presents a stimulating analysis of government spend- 
ing after tracing the evolution of spending policy during the last 
decade through successive stages of cyclical timing of public works, 
emergency pump-priming, compensatory spending, and secular 
spending. From the outset the authors are unequivocal in their 
position that permanently high levels of government spending are 
necessary to maintain full employment, because the generative 
spirit of private enterprise has reached its limits in our mature 
economy. . 

Removal of the much discussed deterrents to private enterprise 
would prove insufficient for lasting economic recovery, as will the 
current armaments expenditures. The federal government unham- 
pered by the necessity of showing accounting profits is the only 
agency free to offset the forces of economic stagnation. The dis- 
arming admission that government spending has proved a partial 
failure is countered by asserting it was too small and uncertain so 
long as faith was wrongly placed in the recuperative powers of the 
private economy. Charges that extravagance and political or per- 
sonal demoralization accompany public spending are discounted 
by suggesting worse effects from alternative policies. 

The authors regard fears of inevitable inflation and financial col- 
lapse as unwarranted when there are millions unemployed and the 
government is in control of monetary policy. Nevertheless, their 
efforts to allay doubts about the public debt by showing the low 
ratio of interest to national income, by recommending heavier 
taxes ON unspent incomes or even a capital levy, not to mention 
non-interest bearing certificates, will be unconvincing to many 
readers. At times in this discussion even the authors seem to 
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waver over observance of fiscal orthodoxy. This uncertainty will 
be multiplied many times in the minds of those unconvinced of 
the necessity of secular spending. 

University of Florida C. H. Donovan 


Monetary Management under the New Deal. By Arthur Whipple 
Crawford. Washington: American Council on Public Affairs, 
1940. Pp. x, 380. Cloth, $3.75; Paper, $3.25. 

Mr. Crawford has performed a comprehensive, complete, and 
accurate job of factual reporting on monetary laws and develop- 
ments from 1932 through the first half of 1940. With a micro- 
scope he examines legislation, policies, and events; first, in Parts 
I and II (pp. 1-163), chronologically, and then, in Part III (pp. 
167-364), topically. In general the treatment is rigidly chrono- 
logical, even in Part Il which deals with problems and results. 
This arrangement causes considerable duplication between the 
first and the second halves of the book and, together with the 
inclusion of much statistical material in the text, makes some of 
the reading tedious, if not laborious. 

Beginning with the last year of the Hoover administration the 
author takes up monetary developments in order. He discusses 
monetary issues in the party platforms and campaigns, describes 
the many money and banking bills which were introduced into 
Congress with emphasis upon those designed to produce some 
form of inflation, and analyzes in minute detail those which be- 
came law. He tells what the President, Congressional commit- 
tees, the Board of Governors, the Secretary of the Treasury, and 
other high government officials thought of them, as reported in 
official reports and publications. He discusses the London Con- 
ference of 1933 and the gold and silver purchase programs. 

The author's treatment of problems—credit control, silver 
policies, gold policies, stabilization funds, etc.—consists mainly 
of repeating the provisions of pertinent laws and then assembling 
a mass of figures dealing with price movements, industrial pro- 
duction, employment, production and movement of gold and 
silver, capital movements, and fluctuations in bank deposits and 
interest rates. 

In his final chapter the author favors the termination of the 
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President’s extensive monetary powers, the repeal of the silver 
laws, and some action to end the duplication of powers between 
the Board of Governors and the Treasury. Although he admits 
that there is no hope for the return of the old gold standard, he 
looks with favor on proposals to put gold back into circulation 
and to restore the gold clause in government obligations. 

The book is predominantly factual. Such theory as it contains 
is brief, incomplete and often a restatement of the opinions of 
others. In some places that theory is so vague and general as to 
be meaningless. For example these statements appear on the 
last page (italics mine): ‘‘In the process of facilitating a better 
distribution of gold among the nations, the United States should 
be able to advance its foreign trade.’’ ‘‘Whatever is done will 
not be free from objection but may represent the best possible solu- 
tion of a difficult problem.’’ ‘‘Future decisions by Congress 
may affect the manner in which gold and silver function in the 
monetary system and their relation to each other.”’ 

Duke University B. U. Ratcurorp 


The Control of Business Cycles: A Study of Methods for Achieving and 
Maintaining Prosperity. By John Phillip Wernette. New York: 
Farrar and Rhinehart, 1940. Pp. ix, 197. $1.75. 

The subtitle of this book adequately expresses its theme. The 
inherent instability of business activities founded on free private 
enterprise calls for more positive controls than sound governmental 
policies or traditional economic theory suggest. While the author 
is not concerned with analyzing the causes of cycles or prescribing 
panaceas, “‘simple ignorance of monetary and economic phe- 
nomena, together with downright erroneous notions’’ impels him 
to devote fifty pages to the nature of money, credit, spending, 
inflation, production, saving, hoarding, and investing. Business 
fluctuations are traced to fluctuations in spending and hence effec- 
tive remedial measures must control the rate of spending. 

Depressions are not essential to economic progress, but the au- 
thor argues conscious control is necessary to maintain full employ- 
ment. Among the instruments of control neither redistributing 
wealth nor making prices flexible is found useful. Although the 
potato (commodity) standard and 100 per cent bank reserves have 
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several favorable features, neither is practicable with current public 
attitudes. A combination of federal reserve action, to exercise a 
restraining influence when needed, with government spending and 
a variable tax on money, to give a definite upward stimulus, is 
favored. The difficult problems of timing and criteria of control 
are treated briefly along with the political and psychological 
aspects of the question, which are examined in the light of the 
experience of the 1930's. 

In a final chapter the author makes a plea for systematic study of 
business cycles by labor, business, and government organizations. 
As a step toward better understanding he recommends eleven books 
for study. In the reviewer's judgment The Control of Business Cycles 
richly deserves to be added to this select list. 

University of Florida C. H. Donovan 


Business Cycles and Forecasting. By E. C. Bratt. Revised edition. 
Chicago: Richard D. Irwin, Inc., 1940. Pp. xvi, 814. $4.00. 
This substantial volume represents a revision of one of the best 

books the reviewer has found on the subject of business cycles and 

forecasting. The author blends and weaves the two topics to- 
gether in such a way that the interrelationship becomes clearly 
apparent and the whole work takes on continuity and uniformity. 

The combination of the two subjects in one textbook supplies to 

the student an incentive for the study of business cycles. In the 

fairly extensive revision, several new chapters and over 300 pages 
have been added. 

In the revised edition, he places more emphasis on the concept of 
business cycles as an unbalanced situation, i.e., as successive points 
of disequilibrium. This unbalance or disequilibrium is given addi- 
tional significance in the later edition by his explaining in much 
more detail the meaning of balance and equilibrium. Bratt adds 
to his discussion of normal price several additional factors deter- 
mining balance, and this provides him with a good starting point 
for the analysis of economic change resulting from the shifting 
seasons of the year, from industrial growth and decadence, and 
from recurrent prosperities and depressions. 

In the discussion of factors responsible for the cyclical nature of 
business, he sees the forces of cycle generation coming from both 
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within and without the business system. Those emanating from 
disturbances external to the business system are called originating 
causes. He considers the forces originating from within the system 
as self-generating in the sense that they represent one or successive 
links in a chain of mutual causation. The phrase ‘‘self-generating 
oscillations’’ is substituted for the term ‘‘business responses’’ of the 
earlier edition and a more complete analysis is provided. His 
coherent and unified account of these forces at work gives the stu- 
dent of business cycles a realistic picture of how and why economic 
change takes place. Bratt does not leave out any factors that may 
have a possible influence in order to oversimplify the problem as 
sO many writers have done in the past. 

He gives much more attention to the question of the periodicity 
of cyclical fluctuations in the recent volume. Bratt does not care 
for the definition of the business cycle as periodic, i.e., as a uniform 
length of time from the occurrence to its recurrence. He maintains 
that there is nothing in the forces causing the cycle which makes 
periodicity essential. According to him, the business cycle need 
imply only established recurrence of cyclical phases. This is in 
opposition to the view of W. I. King, but is sanctioned by Wesley 
C. Mitchell. 

The different business cycle theories are given a great deal more 
space in the later edition, and the clashes between the various 
points of view are clearly stated and evaluated. In Bratt’s general 
criticisms, which are very well done, he maintains that the taking 
for granted of the commonly accepted cumulative upward and 
downward variation leads to two errors which appear very often 
in theoretical formulations. First, the essence of the problem is 
assumed to be states of prosperity and depression which lead to 
attificiality and, second, temporary variations are too frequently 
disregarded. Bratt’s thesis is that the business cycle must be 
viewed as the result of all the forces which create it. He is not so 
much interested in the causes as in how the process works. This 
idea is tied up with business forecasting because forecasting is 
almost wholly dependent upon the way the processes work. 

Bratt gives the material a scholarly and comprehensive treat- 
ment, and on the whole the subject matter is presented in a style 
notable for clarity. The book is carefully organized, well docu- 
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mented, and contains a wealth of references and suggestions for 
further reading. It provides a much needed textbook in a field of 
knowledge which is still far from complete. 

Mundelein College L. THomas Fiatiey 


Building Cycles and the Theory of Investment. By Clarence D. Long, 
Jr. Princeton: Princeton University Press, 1940. Pp. xvi, 
239. $2.50. 

This book is important from several standpoints: its thorough 
theoretical analysis, its presentation of indexes of building in the 
United States heretofore unavailable, and its detailed analysis of 
long cycles in building activity. 

The theoretical analysis of investment in buildings is made in 
the framework of investment consumption interaction, to which 
the author gives evidence of considered study. The explanations 
of the acceleration and multiplier principles are particularly good. 
The statistical analysis is characterized by its caution and thor- 
oughness, although in one place, when correlating two times series 
with a small number of observations the coefficient of .425 is 
considered definitely significant (p. 114). 

A monthly index of building in United States cities from 1868 to 
1940, together with an excellent smoothing, is given. During the 
latter part of this period, 37 cities are included in the index. In 
addition, annual indexes of various classifications of building, 
running from 1856 through 1936, are included. From 1912 on, 
these annual indexes are based on data from 29 cities and indexes 
for both number and value have been constructed. 

The early chapters in the book are devoted to a detailed state- 
ment of the theoretical framework of the analysis of the study, 
with particular reference to the inducement to invest in buildings. 
After completing this, the statistical material is presented and 
analyzed in the theoretical background. It is concluded that 
neither building costs nor interest rates are the important channels 
through which primary forces flow to initiate cycles in investment. 
The statistical evidence indicates that building costs are high when 
building activity is high and low when activity is low, and interest 
rates can only be secondary because of the much greater importance 
of such things as amortization, taxes and insurance, in the cost of 
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ownership. The author throughout is inclined to emphasize 
expectations: that is, expected income movements as the important 
channel through which primary forces operate in causing cyclical 
variations in building. 

A good portion of the book is devoted to a careful analysis of 
long cycles in building. Although short cycles are considerably 
in evidence in the data, the significance of the wide swings of the 
long cycle justifies the primary emphasis. These long cycles are 
found to average approximately 18 years although they vary in 
length from cycle to cycle. The cycles for different types of build- 
ing and for different cities agree rather closely. The analysis is 
made from the standpoint of timing, severity, and duration. 

Washington, D. C. Joun W. Gunter 


Money in Motion: The Social Function of Banking. By Arthur C. 
Holden. New York: Harper & Brothers, 1940. Pp. vii, 242. 
$2.50. 

This book, written by an architect, is orthodox to the extent 
that it follows a tripartite arrangement. Part I, entitled Analysis 
of the Problem, recognizes the strategic role of bankers is an econ- 
omy which allows credit expansion, borrowing and lending. The 
most important element in the exercise of “‘banking judgment” 
(a term repeatedly employed) is the restriction of loans to self- 
liquidating employments. ‘‘Our principal cause of error’’ is the 
failure to apply this principle to loans in connection with durable 
goods. 

Part II, Approach to a Philosophy, attempts an analysis of the 
phenomena of savings and investment. Savings are merely deferred 
consumption; hoarding occasions ‘‘dislocation of the economic 
machinery of the nation.’’ The crux of the author’s argument is 
presented in connection with investment. Periodic payments for 
the use of any durable good should in part be devoted to an amor- 
tization of the principal of any outstanding loan; the frequent 
failure to do so, and the efforts of many investors to secure a per- 
manent income from their commitments, are a cause of incomplete 
employment and economic disequilibrium generally. 

Part III, Preparation for Achievement, presents the author’s 
notions relative to a constructive program. Credit obligations 
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should be amortized, the periodic payments for amortization serv- 
ing as a fund to provide for new employment and to balance pro- 
duction and consumption. There should also be a National 
Capital Reserve Bank, operating in the capital market along lines 
similar to the federal reserve banks in the money market. These 
two innovations should result in a lowering of interest rates. 

The professional economist may properly find fault with some 
of Mr. Holden's reasoning, which is at times pretty feeble. His 
terminology and tools may be inadequate, but his book, given a 
sympathetic reading, possesses at least some food for thought. 

University of North Carolina A. G. GriFFIn 


The Economics of Money, Credit and Banking. By F. Cyril James. 
New York: Ronald Press Co., 1940. Pp. xxi, 745. $4.00. 
This edition of a widely used text contains 7 additional chap- 

ters—one on Canadian banking, one on exchange control, one on 
central banking, and four on early European banking. The dis- 
tinguishing characteristics of the earlier editions are to be found 
in this one: a clear and interesting style of writing, discussion of 
principles and important issues without losing the reader in a mass 
of details, stress on historical developments, and treatment of 
current issues from an international point of view and an English 
background. It is perhaps the least textbookish of any money 
and banking text. 

What subjects to treat and how much space to devote to each 
subject are troublesome problems for a textbook writer. Some 
instructors, including the reviewer, would prefer a more extended 
discussion of federal reserve policies, monetary theory, and mone- 
tary history than the book contains and will find little use for 
some of the chapters on early European banking or on various 
credit institutions besides commercial banks. 

This revision could have been more extensive, for certain mate- 
rial has not been brought uptodate. Although a number of ques- 
tionable or erroneous statements have been eliminated, some still 
remain (i.e., p. 186, line 22; p. 208, line 9; footnote, p. 261). The 
treatment of bimetallism and 100 per cent reserve money is unsatis- 
factory and somewhat biased, and the discussion of Greshain’s law 
and various types of credit could be improved. The meaning of 
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such terms as ‘‘monetary equilibrium,’’ “‘financial equilibrium,” 
“‘inflationary,’’ and ‘‘business needs’’ for money is not clearly 
explained. 

Finally, the reviewer objects to Dr. James’ assumptions (pp. 703, 
722) that successful price-level stabilization must involve authora- 
tive government control of the rates of earnings of the factors of 
production (has he not, for example, heard of B. Graham’s mul- 
tiple-commodity standard?), that independent monetary standards 
mean autarchy and less international trade (cf. evidence to the 
contrary in American Economic Review, September, 1934), and 
that a more or less automatic gold standard is the only practical 
means of democratic reconstruction of the post-war world (how 
does such a standard, by spreading depressions, cure the biggest 
threat to democracy: unemployment?). 

Duke University Ricnarp A. Lester 


The New Wall Street. By Rudolph L. Weissman. New York: 

Harper & Brothers, 1939. Pp. 308. $3.00. 

This survey of that portion of the financial mechanism devoted 
to the flotation and marketing of securities consists primarily of 
a summary of the recent changes in the organization of and opera- 
tions on the New York Stock Exchange, the structure and functions 
of the Securities and Exchange Commission, and the effects of 
these legal and organizational changes on security trading and 
security flotations. Some attention is also devoted to the ‘‘Over- 
the-Counter Market,’’ the financial press and the ‘‘Wall Street 
Mind.’’ Preoccupied with security trading, the author gives scant 
attention to the organization and functions of investment banks. 

With respect to none of the subjects encompassed is the treat- 
ment exhaustive or definitive, but the author does present in read- 
able and popular form a substantial amount of informative mate- 
rial. Not infrequently, also, incisive comments enliven the 
narrative. 

University of North Carolina Joun B. Woostzy 


English Theories of Central Banking Control, 1819-1858. By Elmer 
Wood. Cambridge, Mass.: Harvard University Press, 1939. 
Pp. xvii, 250. $5.00. 
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Professor Wood has given us an excellent study of English theo- 
ries of monetary control in that fruitful period of monetary con- 
troversy, 1819 to 1858. His review of the literature and his 
account of procedure of the operations of the Bank of England are 
enlightening, even to those who are already familiar with the 
more important monetary writings of this period. No short re- 
view could do full justice to Professor Wood's thesis, that the 
Bank of England occupied a special position in international mone- 
tary affairs in this period, and that contemporary (and even more 
recent) views have failed to comprehend fully the significance of 
its special position to proper monetary policy. Contemporary 
opinion not only underestimated the influence of the Bank of Eng- 
land in international monetary policy, but in many instances failed 
to grasp the significance of the operations of the Bank of England 
in domestic monetary policy. 

We may wonder that the power of the Bank of England to exer- 
cise control over the country banks should have been a matter of 
dispute. Yet much of the literature of the period (and some recent 
writings), with a bias toward the official view of the bank, denied 
that the Bank of England could control the note issues of the 
country banks. In this respect it seems that English opinion was 
behind contemporary American opinion. In this country, there 
were few who denied the capacity of the Bank of the United States 
to control to some extent the credit creating activity (including the 
note issues) of the state banks. At least some of the opposition to 
the Bank of the United States grew out of the restrictive effect it 
had on state bank credit. 

We may wonder too that many contemporary writers denied 
that the Bank of England could have any material effect on discount 
rates. They held that although the bank might set a higher rate 
than the market rate, and might temporarily raise the prevailing 
discount rate, it would soon be flooded with gold and induced 
to lower its rate to the proper level. Similarly, if the bank 
set a lower rate than the market rate, and temporarily lowered the 
prevailing discount rate, it would soon be drained of gold and 
compelled to raise its rate to the proper level. In the view of such 
writers, the Bank of England could only reflect the broader forces 
determining interest rates in a gold standard world. It is worth 
noting that this same extreme view on interest rates was expressed 














BOOK REVIEWS 573 


by Professor Cannan in 1921 in an address to the staff of the Bank 
of England (An Economist's Protest, p. 285). 

Professor Wood's approach to the problem of central banking 
policy in this period is based on the assumption that only the Bank 
of England could satisfy the demand for liquidity in the various 
financial centers of the world. While the bank could attempt to 
discourage the demand for liquidity by creating monetary pressure 
in London and other markets, it could not effectively succeed in 
this. The best way of satisfying the demand for liquidity was to 
provide the necessary funds—gold abroad, and bank notes and 
Bank of England deposits at home. Under such conditions, it is 
apparent that the gold standard must have been maintained pre- 
cariously, for on several occasions the demand for still greater 
liquidity would have necessitated abandonment of the inter- 
national gold standard. 

We shall need more extensive investigations of monetary prob- 
lems and monetary policies in other countries, as well as in Eng- 
land, before this thesis can be regarded as established. In the 
meantime, Professor Wood has provided the basis for future 
studies of importance. 

Washington, D. C. E. M. BernsTE1n 


German Control Over International Economic Relations, 1930-1940. By 
Allen Thomas Bonnell. Urbana: University of Illinois Press, 
1940. Pp. 167. $2.00. 

This monograph is a descriptive study of the German control 
regime. The author gives a detailed account of the origin, devel- 
opment, and chief provisions of the major control devices, includ- 
ing standstills and moratoria, rationing of foreign exchange, direct 
import and export controls, and bilateral clearing and payment 
agreements. The material is drawn from a wide range of biblio- 
graphical sources, with emphasis on original sources, and is well 
organized. From this point of view the book is a competent piece 
of research. In some instances, however, balance is sacrificed to 
detail. For example, the author devotes more attention to the 
various standstill agreements than to the bilateral clearing system 
despite the preponderant importance of the latter in the control 
regime. 

To one interested primarily in the effects of German controls and 
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the application of theoretical analysis, this book offers little. It 
is about four-fifths description, yet one of the principal aims of 
the author is to appraise the effects of control. A short concluding 
chapter deals with the impact of control on exchange rates, on 
foreign debts, and on the volume, composition, direction, and 
terms of German foreign trade. But the analysis is not very satis- 
factory. The chapter has more tables than text; the data pre- 
sented obviously call for a more penetrating and extensive analysis 
than they receive. The author dismisses the significant question 
of German terms of trade with two short paragraphs; one merely 
notes the relation between terms of trade and the rise and fall of 
world economic activity, and the other suggests, without any 
supporting data, that German controls may have had an adverse 
effect on the terms of trade. The discussion of changes in the direc- 
tion of trade is inadequate to the task in hand and is misleading in 
some important particulars. For example, the author points out 
(p. 135), from data published by the German Institut fiir Konjunk- 
turforschung, that the share of clearing and payment partners in 
German imports increased from 50 per cent in 1932 to 78 per cent 
in 1938 and the share in exports increased from 70 per cent to 84 per 
cent in the same period. But he fails to note that most of this 
increase was the result of the mere addition of clearing partners. 
Indeed, allowance for this factor indicates that the share of clearing 
countries in German exports declined. 
University of Washington J. R. Huser 


Principles of Economics. Vol. Il. By Lewis A. Froman. With the 
Editorial Assistance of Harlan L. McCracken. Chicago: 
Richard D. Irwin, Inc., 1940. Pp. x, 752. $2.50. 

It is impossible to do justice to this big volume in a brief review. 
It is well written, even interesting in places (high praise for a text) 
and the allocation of space to the diverse subject matter is balanced. 
As noted in the review of Vol. I, distribution is reserved for Vol. II, 
making the two volumes suitable only for year courses. Space 
limitations permit only a few random observations. 

Chapters I and II on international trade are very well done but 
the reviewer feels that too much stress on American high labor pro- 
ductivity by American writers is not wise. A description of good 
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land and machinery in the hands of skilled but low-wage labor 
(Argentina and Japan, e.g.) would add to the reality of the world 
picture. The chapter on interest, and the entire book for that 
matter, is written without mention of Keynes. If there are so 
many reasons why saving is done regardless of the rate of interest 
what is the reality in the rapidly rising supply curve for capital 
(p. 194)? The treatment of profit is, perhaps, the least satisfactory 
of all. A paragraph heading (p. 212) asks if profits are necessary. 
An excellent discussion of profits of American business in recent 
years follows but the question is forgotten. The chapters on 
public revenues and expenditures are good. In a discussion of 
cooperative production and cooperative consumption should there 
not be mention of the problem of arriving at exchange ratios in 
a completely collectivistic economy? Perhaps it would have been 
better to place next to each other the chapters on public utilities 
and transportation. The world does move. How splendidly 
readable this text seems beside the one the reviewer first studied! 
University of Kentucky RopMAN SULLIVAN 


J. Lawrence Laughlin, Chapters in the Career of an Economist. By 
Alfred Bornemann. Washington: American Council on Public 
Affairs, 1940. Pp. 97. $2.50. 

Most young economists are seldom familiar with the background 
of the work done by older generations of economists. A certain 
amount of knowledge of the lives, teaching and administrative 
positions and public interests of these men should be valuable in 
rationalizing and vitalizing their writings for their younger 
counterparts. This particular book presents a brief—even sketchy 
—summary of the life and work of Professor Laughlin. Very 
little will be learned from it concerning Professor Laughlin’s con- 
tributions to economic thought, although his activity in the silver 
campaign of 1896, the formation of the Federal Reserve System and 
the attack on the quantity theory are sketched. To those already 
familiar with these aspects of his life, the parts of the book which 
concern his views on teaching and his administrative policies at 
Chicago will be of more interest. Merely to enumerate some of 
Professor Laughlin’s students (Harold G. Moulton, Wesley C. 
Mitchell, H. Parker Willis, Robert F. Hoxie, Thorstein Veblen and 
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H. J. Davenport) and his appointments to teaching positions at 
Chicago illustrate the influence he had on the succeeding genera- 
tion of economists. 

Similarly brief surveys of the lives of those who became the 
senior generation of economists at a later date—men like Taussig, 
Fetter, Kemmerer—should prove interesting. 

Duke University WELDON WELFLING 


The Newsprint Paper Industry: An Economic Analysis. By John A. 
Guthrie. Cambridge Mass.: Harvard University Press, 1941. 
Pp. lxviii, 252. $3.50. 

The Harvard Economic Studies are usually thorough and depend- 
able, and this is true of the present volume (No. 68). In view of 
the prevalent current discussion of a newsprint paper industry for 
the southern states, a broad study of the industry for the North 
American continent is of especial interest. Much that has been 
written about southern newsprint possibilities has been for propa- 
ganda purposes or is biased by wishful thinking. Although the 
current study deals with the newsprint industry for the entire 
country, it does discuss problems involved for development in 
the South. 

The book is prepared in a scholarly manner, and, for a description 
of the newsprint industry, no work comparable in reliability is 
available. That part dealing with ‘‘economic analysis,’’ however, 
is open to criticism. The phrases ‘‘economic necessity’’ and 
“balanced bargaining’’ are questionably used to justify the monop- 
olistic practice of price fixing by the industry—termed price 
leadership rather than price fixing. The conclusion that the price 
for newsprint, although monopolistically determined, usually did 
“not differ widely’’ from a purely competitive figure, is hard to 
follow, especially with the close financial tie-up between buyers 
and producers which the author has shown. 

The section on governmental regulations and policy is largely 
factual, but the conclusion is that newsprint ‘‘will never again be 
a dutiable commodity.’” Another conclusion of the author ap- 
pears to be that no governmental or social control of the newsprint 
paper industry is desirable, this in spite of overcapitalization, 
capitalization of hoped-for earnings during the 1920's, and the 
period of default and receivership which started in 1931. 
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Difficulties in developing a newsprint industry in the South are 
reliably analyzed. In contrast to most discussions on the news- 
print industry of the South, the author tends to stay on the con- 
servative side. He acknowledges that a sufficient quantity of 
timber is probably available for a newsprint industry in addition 
to that already required by the lumber and wrapping paper indus- 
tries, but is fearful that the development of a newsprint industry 
in the South might raise the price for pulpwood. Of a number of 
problems facing development of a newsprint industry in the South, 
the difficulty of developing the industry in a new area in competi- ~ 
tion with areas with established mills deserves serious considera- 
tion. The fear of eastern retaliation, the author believes, prevents 
the sale of newsprint by Pacific Coast mills on the eastern market, 
rather than inability to meet the existing price. Social control 
rather than balanced bargaining seems logical to the reviewer 
after reading the book, but not to the author. 

Clemson, South Carolina Witu1am T. Hicks 


The Petroleum Industry, An Economic Survey. By Ronald B. Shuman. 
Norman: University of Oklahoma Press, 1940. Pp. xiv, 297. 
$3.00. 

Since economic and historical literature dealing with the oil 
industry is so limited, the broad analysis by Professor Shuman is 
especially welcome at a time when international attention has been 
focused on this imperative business. No important aspect of the 
petroleum industry has been overlooked in the dozen chapters that 
constitute Professor Shuman’s book. That is important, in view 
of the general paucity of knowledge of the oil business as well as 
the fact that the previous works by Ise, Stocking, and Kemnitzer 
deal only with limited aspects of the industry. Professor Shuman’s 
study is quite inclusive. 

The chapter dealing with governmental control of the industry 
is far the best and very well done. Both sides of that bitter argu- 
ment have been presented, a fact that will prevent popularity 
among the adherents of either of the two factions. Some of the 
other chapters have been closed rather inconclusively, leaving the 
reader to reach his decisions unassisted and at a distinct disadvan- 
tage. One suspects that Professor Shuman credited his readers 








578 BOOK REVIEWS 


with more information and understanding than most of them 
will have. 

There are elements that the author overlooks, possibly because 
of the limitations of space. For example, Professor Shuman does 
not suggest that the price of crude oil may be fixed (p. 64) by the 
large integrated companies at a point that will maintain their own 
drilling operations at a slight profit. His reaction to that matter 
would be interesting. Another factor (p. 62) in the discovery of 
new pools is the interlocking and interdependence of the price of 
crude petroleum and the willingness of the wildcat driller to take 
the chance necessary. There is no denying of Professor Shuman’s 
statement that chance has been the most important factor in deter- 
mining the oil supply of the United States, but a high price for 
crude oil will cause more risky wells to be drilled. 

Carefully selected tables and figures augment the text, but the 
reader may suspect that problems of management often lurked in 
the clever author’s mind. Acquaintances of Professor Shuman 
may be a bit disappointed that there are not more succinct figures 
of speech to enliven the pages. 

Northeastern (Oklahoma) State College GERALD Forbes 


Die raumliche Ordnung der Wirtschaft. By August Lésch. Jena, 
Germany : Gustav Fischer/Verlag, 1940. Pp. viii, 348. RM 12. 
Not so many years ago the theory of industrial location was 

treated, by economists other than those stemming from Von 
Thiinen, principally in connection with international trade; empha- 
sis was placed upon individual determinants of the location of 
specific industry, and upon their implication, given more or less 
fixed circumstances, for international trade. Not until the begin- 
ning of the present century did attention begin to be devoted, 
chiefly by Weber and his followers, to the evolvement of a theory 
of industrial location; and not until even later did economists begin 
to formulate such theory in terms of an interdependent system 
of prices. 

The work here under review, by a brilliant young German econo- 
mist, continues the development of lines of thought foreshadowed 
in the works of such writers as Weber, Ohlin, and Hoover; it is 
such a comprehensive and well-reasoned volume that its contents 
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and findings cannot be summarized, let alone evaluated, within 
the space of a short review. In Part I location theory is examined 
from the standpoint of the places and causes of city location and 
belt formation, and from the standpoint of agriculture, industry, 
materials, and uses. In Part II the theory of markets, nets of 
markets, systems of nets, and nets of systems is developed (for a 
short account in English see this journal, July, 1938), and factors 
affecting distribution in space are considered. In Part III the 
whole problem of trade is discussed, and the classical doctrine is 
subjected to critical appraisal. Part IV, in contrast with the first 
three parts which are essentially theoretical, is designed to illus- 
trate in terms of actual data the working out of the theory de- 
veloped earlier. Due account is taken, where necessary, of condi- 
tions of imperfect competition. 

This notable contribution to raumwirtschaftlebre will prove useful 
not only to those interested in economic theory and in trade, but 
also to those interested in regionalism. The work is well indexed; 
253 works are cited. It is laden with abstract and factual tabular 
and cartographic materials, many of which pertain to this country. 
Where necessary the treatment is geometrical or otherwise mathe- 
matical. 

Duke University Joszpx J. SPENGLER 


Weltanschauung, Science and Economy. By Werner Sombart. Trans- 
lated by Philip Johnson. New York: Oskar Piest, 1939. 
Pp. ix, 60. $1.00. 

This essay is a translation of Professor Sombart’s contribution 
to a Festschrift in honor of Hjalmar Schacht. Among those to 
whom the translator expresses indebtedness are Lawrence Dennis 
and Karl F. Geiser, who is translating Sombart’s Der moderne 
Kapitalismus. In the first chapter, where Sombart rejects the 
materialistic interpretation of history and asserts that an economic 
system takes its form from the Weltanschauung of the time, the 
author asserts that anti-Liberalism must give rise to ‘‘fundamen- 
tally different principles of economic policy’’ than Liberalism 
which grew out of eighteenth century Deism. In the second 
chapter, concerned with Weltanschauung and science, Sombart 
makes a number of interesting observations: e.g., that a communist 
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can always become a National Socialist; that any effort to develop 
“‘an economic theory for Germans, is an undertaking which is 
foredoomed to failure.”’ 

In the third and most substantial chapter, on “‘science and 
economy,’ the author states, among other things, that: “‘as an 
economy loses its free trade character, the analogy to the physical 
sciences loses its meaning,’’ for economic relations are fixed from 
above and not as under competition; that therefore a new economic 
science becomes necessary; that economics in the future will 
consist mainly of technological, practical, cameralistic studies, 
whereas the science of economics will confine itself to making 
clear the eternal truths, or principles, which set the limits within 
which the policies of capitalism, or communism, or National 
Socialism can be effected. In his conclusion Sombart argues that 
while the anti-Liberals are right in abandoning “‘Liberal’’ theory, 
their ‘‘approach,’’ as “‘men of learning,’’ must not differ from 
that of scientists in the past; for ‘‘will’’ and ‘‘enthusiasm’’ cannot 
substitute for ‘‘a thorough philosophic training and education.”’ 
It need hardly be added that this essay is revealing both in what 
is said and in what is left unsaid. 

J. J. SpENGcLER 

Duke University 


Industrial Opportunity in the Tennessee Valley of Northwestern Ala- 
bama. By Herman Frederick Otte. New York: Columbia 
University Press, 1940. Pp. xii, 171. $2.25. 

This industrial prospectus of the Muscle Shoals Region in Ala- 
bama has been prepared apparently as an antidote to earlier and 
much more sanguine descriptions of the section's industrial po- 
tentialities. Mr. Otte says: ‘““The [earlier] optimism regarding 
the Region’s favorable location and abundant raw material 
supply did not rest on any careful analysis of these factors."’ Mr. 
Otte concludes that the region stands to benefit by the current 
movement of industry out of congested centers, having broad 
expanses of excellent industrial sites and being moderately well 
endowed with other elements attractive to industry. However, 
Muscle Shoals will never be the center of a gigantic industrial 
area, a ‘‘Seventy-Five Mile City,’’ as built up in the imagination 
of speculators during the Henry Ford boom. 
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The author’s stated purposes are to supplement the general in- 
dustrial studies of the South by this investigation which recog- 
nizes regional diversity, and to evaluate the Tennessee Valley 
Authority program as it relates to industry. The first purpose is 
accomplished in an excellent examination of natural and man- 
made resources of the region, although the concept of regional 
diversity suffers from the author’s conclusion that most resources 
of the Muscle Shoals area are found in at least equal abundance 
elsewhere in the South. The evaluation of the TVA program 
is only lightly touched upon, although benefits of TVA power 
and TVA navigation facilities are introduced and carefully qualified 
as they pertain to the Muscle Shoals area. 

The author analyzes with considerable restraint the advantages 
of the region to industry and incidentally the advantages of in- 
dustry to the region. (The two cannot well be separated.) It 
is unfortunate from both points of view, however, that taxation, 
regulatory statutes, and governmental services have been largely 
ignored as elements affecting present day industrialization of the 
Muscle Shoals Region. 

Tennessee Valley Authority Rosert E. Lowry 


Principles of Inland Transportation. By Stuazt Daggett. New York: 
Harper & Brothers, 1941. Third Edition. Pp. xxv, 906. $4.00. 
In bringing out the third edition Professor Daggett has cor- 

rected a somewhat disjointed condition by grouping the chapters 
into nine divisions. The less complex material has been placed in 
the initial portions of the book, followed by the more difficult 
chapters, an arrangement that definitely improves the book for use 
by beginners in transportation. 

Additions have been made by the inclusion of chapters on theo- 
ries of location, coordination, labor, finance, rail freight classifica- 
tion and tariffs, air transportation, and national transportation 
policies. In the discussion of commodity movements cotton has 
been superseded by steel and coal. 

Eliminated to make way for these additions are chapters on 
European railways, street and intercity railways, valuation, much 
of the material on railroad administration during the World War, 
and a chapter on motor transportation. Current material has been 
added on most of the topics, bringing the whole book up to date 








582 BOOK REVIEWS 


in almost every respect and improving it for use both as a text and 
a reference work on the subject of transportation. The preceding 
edition is not an example of conciseness, and the third edition is 
slightly longer than its predecessor, a distinct disadvantage if the 
book is to be used in a basic course. 

The problem known as the interterritorial freight-rate problem 
created by differences in the level of class rates in the various 
freight-rate territories of the United States is given a brief discus- 
sion. It is unfortunate that confusion regarding the present status 
of the situation is created in the mind of the reader by this state- 
ment (p. 364): “Since the printed map [a chart taken from the 
TVA transportation study published as House Document 264, 
75th Congress, depicting the comparative levels of class rates 
within the several freight-rate territories] was prepared the Inter- 
state Commerce Commission has reduced mileage rates in the 
South; differences in charges may still be expected, however, where 
differences in volume of business and intensity of competition are 
found.” 

Contrary to the impression created, the Interstate Commerce 
Commission has made no change either in the class-rate scale, 
known as the K2 scale, in effect within Southern Territory or that 
applying between Southern Territory and Official Territory, a 
combination of the K2-Qrs scales. These rate scales were made 
effective in 1928 and are still applicable. Clarification of this 
point would make this good transportation work even better. 

Tennessee Valley Authority Frank L. Barton 


Look at Labor. By Leon Goodelman. New York: Modern Age 

Books, 1940. Pp. xii, 210. 50 cents. 

This is a story of industrial war and peace based mainly on the 
reports of the LaFollette Civil Liberties Committee. The author 
depicts in very simple and striking language labor's struggle for 
recognition against a hostile powerful enemy, the employer. 
Such chapters as ‘“‘Guns and Gas-Buyers and Sellers,’’ which deals 
with the amount of money spent by employers for ammunition, 
machine guns, gas grenades, and other items used to fight union 
workers; ‘“The Red, White and Blue Net Work,’’ which concerns 
itself with the propaganda technique against workers; ‘“The 
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Informer,’’ which describes the spy ring; and “Armies Against 
Labor,’” which vividly discusses the strike-breaking technique 
of big employers—are good examples of the way in which the 
author presents the problem of war on labor. 

In a concluding chapter, entitled ‘‘American Needs’’ Mr. Good- 
elman argues that labor needs a labor party. However, he adds, 
“in its struggle to build a strong labor party, the labor movement 
must not lose sight of pressing immediate goals.’’ Some of these 
ate: (1) jobs for ten million unemployed workers, (2) more fed- 
eral work projects, (3)) socialized medicine, (4) expanding social 
security, (5,) extensive wage-hour laws, (6) fewer taxes on those 
least able to pay them. 

Mr. Goodelman has performed a unique service in this popu- 
larization of the LaFollette Civil Liberties Committee’s report. 
The author’s major aim was to write a book that would interest 
the common man rather than the scholar in the field. This task, 
I think, has been well done. 

West Virginia State College Tuomas E. Posgy 


Administrative Problems of Employment Service in Eight States. By 
Oscar Weigert. Chicago: Public Administration Service, 1940. 
Pp. 50. $1.00. 

Dr. Weigert, who has had experience in employment service 
administration in Germany and Turkey, presents in the few pages 
the results of his study of similar administration in eight American 
states. Public administration students will find discussions of 
internal office organization, supervision of local offices by the cen- 
tral agencies, and selection and training of personnel. On the 
other hand students of social insurance can get an insight into 
many of the practical problems involved in the simple words of 
the Social Security Act that all unemployment compensation must 
be paid ‘‘solely through public employment offices.”’ 

Administration of employment offices is still in a period of 
transition, and it is to the credit of administrators that they have 
been willing to experiment to find the best method of combining 
two such widely different tasks as finding work for the unemployed 
and taking claims for unemployment insurance. Federal super- 
vision has not stifled that asset of statism—the chance to experi- 
ment with different methods. 








584 BOOK REVIEWS 


Of special interest are Dr. Weigert’s conclusions on the earlier 
federal merit system for the employment service, and on the present 
federal standards for state merit systems. Apparently the excel- 
lent personnel in the employment offices studied is the result to a 
considerable degree of the merit systems and the career service 
they foster. 

Duke University FRANK T. DE VYVER 


Labor Laws of Virginia. By Gladys Boone and Others. Univer- 
sity, Va.: Division of Publications of the Bureau of Public 
Administration, 1940. Pp. vi, 93. Paper covers. 

Anyone who has ever tried to get a reasonably complete view of 
the labor laws of some particular state knows the difficulty of the 
task. Materials issued by the state labor department are scattered 
over a number of disconnected publications, or if they are brought 
together, the summary usually takes the form of verbatim excerpts 
from the state’s code of laws. The federal Department of Labor, 
on the other hand, is more interested in state-by-state comparisons 
on each particular topic of legislation than in a rounded treatment 
of a given state. 

Miss Boone and her associates have filled this gap admirably in 
the case of the state of Virginia. They summarize existing labor 
laws in that state, accurately, completely and concisely. In addi- 
tion they trace the historical development of each particular law 
such as workmen’s compensation or hours-of-work legislation. 
They attempt no general appraisal of Virginia's status in respect to 
labor legislation, nor could they have done so without handling a 
larger range of comparative materials. As a digest or handbook, 
however, their work will be useful both to Virginians and to stu- 
dents of labor legislation everywhere. It may also serve as an 
example to university people in other states who are looking for 
subjects of usefuil research, of that intermediate variety which 
involves a minimum of theory and yet avoids the sterility attached 
to the gathering of merely trivial data. 

Fisk University Appison T. CuTLer 


The Plantation South, 1934-1937. By William C. Holley and Others. 
Washington, D. C.: United States Government Printing Office, 
1940. Pp. 124. 
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The Plantation South, 1934-1937 is another (No. 22) in a series of 
research monographs prepared by the Work Projects Administra- 
tion. It represents the results of a resurvey of 246 plantations in 
nine of eleven areas previously described in a report entitled 
Landlord and Tenant on the Cotton Plantation. In view of its primary 
purpose, which was to analyze “‘recent changes in plantation 
organization and operation in the Southeast,”’ it is unfortunate 
that the resurvey should have been made during the one year (1937) 
in which the crop-control program was on a voluntary basis. In 
contrast, the year 1934 was one in which severe reductions were 
imposed. In other respects, too, 1937 was not a normal year. 

While the authors recognize the ‘‘implications of these factors’’ 
and state that they are ‘‘of basic significance,’’ it does not appear 
that sufficient consideration is given to them in the general body 
of the report. In Chapter I, for example, it is stated that “‘planta- 
tion organization and operation in the Southeast are undergoing 
rapid change’’ and that “‘data presented. . . are indicative of the 
significant trends which are occurring.’’ As a matter of fact, 
nearly all of the “‘trends’’ (?) seem to be related either to temporary 
price conditions or to unusual circumstances which did not apply 
at the time of the previous study and few of them are “‘significant.”’ 
This is all the more interesting in light of the fact that ‘‘the re- 
survey was deliberately weighted toward areas in which mecha- 
nization is becoming a more or less significant factor’’ (p. 103). 
Even though the data justified the conclusions, they are, as the 
authors explain, limited in their application to ‘plantation organi- 
zation’’ and not descriptive of the agriculture of the Southeast. 

In spite of these criticisms the report contains a wealth of very 
valuable and original data. This is especially true of Chapters I 
through V in which the results of the survey are discussed. Com- 
parisons are given showing changes between 1934 and 1937 in land 
use, labor, livestock, machinery, use of credit, receipts, expendi- 
tures and income. Chapter VI, ‘‘Relief Needs in the South,’’ and 
Chapter VII, ‘‘Living Conditions,’’ are based upon material derived 
from secondary sources and are not limited to the plantation in 
their application. Chapter VIII is a discussion of programs and 
policies including repetition of a series of recommendations made 
in the report on Landlord and Tenant on the Cotton Plantation. The 
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volume contains numerous tables, figures, and photographs; a 
description of the method and scope of the study; and a section 
describing changes in labor requirements for cotton production. 

In the opinion of this reviewer the authors have done an excel- 
lent job of assembling and analyzing a mass of economic and social 
data applicable to the southern plantation system. It is doubtful, 
however, whether the plantation system is sufficiently representa- 
tive of southern agriculture or whether the years 1934 and 1937 are 
sufficiently representative of time to warrant any general conclu- 
sions as to ‘‘significant trends’’ affecting the economy of the South. 
This is not to say that important changes are not taking place but 
merely that they are not proved by the present study. 

Clemson Agricultural College G. H. Autti 


The Industrialization of Japan and Manchukuo, 1930-1940. Edited 
by E. B. Schumpeter. New York: Macmillan Co., 1940. 
Pp. xxviii, 944. $7.50. 

Japan's position in the world to-day has created a widespread 
interest in the economic basis of her military and naval power. 
Attention tends to become centered upon developments since 1930, 
when Japan began a period of industrial expansion that was in 
sharp contrast with the depression prevailing in other lands. The 
importance of this movement caused the Bureau of International 
Research of Harvard University and Radcliffe College to broaden 
the scope of its investigation of monetary policy to cover the his- 
tory of industrial and economic development during the past 
decade. 

The cooperative study contains introduction and conclusions by 
E. B. Schumpeter and an appendix on the balance of international 
payments by M. S. Gordon. The book itself is divided into two 
parts—a survey of population and raw materials by E. B. Schum- 
peter and E. F. Penrose and a study of Japanese industry by G. 
C. Allen. 

Reading the introduction and conclusion one finds a distinction 
between the peace economy from 1930 to 1936 and the subsequent 
period of war economy. The earlier period is characterized by 
Mrs. Schumpeter not as one of totalitarian economy but as one 
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closely resembling the New Deal complicated by “‘restrictive prac- 
tices of the other powers and by the ambitions of the Japanese 
military’’ (p. 6). It was in 1937 that ‘‘war and preparation for 
war became all important’’ (p. 790). 

Part I on ‘‘Population and Raw Materials’’ contains chapters on 
population by E. B. Schumpeter and E. F. Penrose and a survey of 
resources of Japan, Korea and Manchukuo by E. B. Schumpeter. 
One gains the impression that the authors have succeeded in com- 
piling an accurate presentation of the basic factors conditioning 
the recent phase of Japanese industrialization. 

Part II on ‘‘Japanese Industry: its Organization and Develop- 
ment to 1937°° was written by G. C. Allen after a period of investi- 
gation in Japan. It is a very readable survey of Japanese industry 
that stresses historical as well as present-day factors. The skill 
with which the Japanese have combined traditional methods with 
modern procedures is presented as an important characteristic of 
the economic development of the nation. 

It is difficult to overestimate the problems confronting the 
authors of a volume concerning economic conditions in Japan. 
The language barrier forces reliance upon government documents, 
translations, personal investigation and interviews. The chapters 
appear to be well documented and Professor Allen's preface records 
personal contact with a wide range of government officials, Japa- 
nese businessmen and resident ‘“‘foreigners.’’ Both Professor Allen 
and Professor Penrose have the inestimable advantage of having 
lived and worked in Japan. The volume impresses one as being 
the work of competent economists and careful observers. 

Strange as it may seem, it is to the preface rather than to the 
conclusion that we must look to find a summary of findings. 
Mrs. Schumpeter pleads for exclusion from the category of ‘‘Fifth 
Columnists’ anyone who “‘concludes that a country such as Japan 
had certain legitimate economic grievances, that some of its eco- 
nomic policies and practices have been successful and that it is 
stronger economically than it is commonly supposed"’ (p. vii). 
The future is regarded as dependent primarily upon political devel- 
opments at home and abroad. 

University of Virginia D. Crark Hype 
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Yearbook of Agriculture, 1940: Farmers in a Changing World. Wash- 
ington, D. C.: U. S. Government Printing Office, 1940. Pp. xii, 
1215. $1.50. 

Each year the United States Department of Agriculture pub- 
lishes a yearbook. This practice was inaugurated some 85 years 
ago. Collectively, the yearbooks up to 1920 constituted a record 
of the technical practices of American agriculture. The reason 
for emphasizing technical progress is clear enough. Prior to 1920, 
the general assumption of the department was that the success of 
the American farmer was dependent largely, if not wholly, upon 
the progress in technology, which included all of the ways and 
means by which physical output could be increased. It is now 
realized, even by the department itself, that this was wholly a 
fallacious assumption. But this fact was not recognized until 
after the depression of 1920. True, there was ample evidence even 
before 1920 that technology in all of its glory and, however 
attractively presented, was not a complete or even a partial solu- 
tion of the farmer's problem. During the period from 1865 to 1900, 
the farmers of this country passed through one of the most severe 
economic and social depressions ever experienced by the nation. 
But, even so, the department came out of this experience with the 
avowed faith that all problems could be solved by technology. 
This conclusion was, it must be stated, a rather convenient and 
safe one, for to come to grips with economic and social problems 
is a difficult and dangerous task. 

A change of emphasis in the nature of the yearbook took place 
under the administration of Henry C. Wallace, who, although 
neither an economist nor a sociologist by training or by inclination, 
did recognize the importance of the social and economic problems 
of agriculture, at least to the extent that the yearbooks after 1920 
began to deal more and more with these problems. This general 
trend towards economic and social problems continued to be 
featured and the crowning achievement, in so far as the yearbooks 
are concerned, is the 1940 edition entitled: ‘“‘Farmers in a Changing 
World,’’ which one Congressman found so obnoxious that he sent 
a letter to his constituents branding this publication as commu- 
nistic in spirit and intent. 

In spite of this designation, the 1940 Yearbook is far from a 
radical document. It is in many respects a comprehensive and a 
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rational discussion of the chief social and economic problems of 
agriculture. The subjects discussed, too numerous to be mentioned 
in a review, cover 1183 pages. The subject matter is divided into 
seven subdivisions. There is, first of all, an interesting and well- 
done summary of the whole yearbook. This is followed by a 
series of five articles under the general title of ‘“The Farmers’ 
Changing World.’’ There are three articles under the title ‘*Agri- 
culture and National Welfare.’’ ‘The Farmers’ Problems Today 
and the Efforts to Solve Them’’ are presented in a series of 33 
articles. ‘‘Farm Organizations’’ is disposed of in one article 
called *““Trends in National Farm Organizations.’’ There are six 
interesting and penetrating articles on ‘‘What Some Social Sci- 
entists Have to Say.’’ ‘‘Democracy and Agricultural Policy’’ are 
subjects which are examined in a series of five articles, and the 
‘Essentials of an Agricultural Policy’’ is discussed in one article. 
There is, finally, “‘A Brief Chronology of American Agricultural 
History’’ of 13 pages. There is an excellent index and many of the 
articles are accompanied by reference to ‘literature cited.”’ 

‘Farmers in a Changing World’’ does not present a well-formed 
economic and social policy for agriculture, but it does indicate 
quite definitely the way the wind is blowing. Technology as the 
sole savior of agriculture is dead. In its place is the concept that 
economic and social forces must be considered, if the farmers are 
to prosper. This yearbook is only the beginning and not the end 
of our journey. 

North Carolina State College, G. W. Forster 

University of North Carolina 


Telephone Selling. Edited by Norris A. Brisco. New York: 

Prentice-Hall, 1940. Pp. xi, 351. $2.80. 

Retailers and other businessmen seeking solutions to their tele- 
phone problems will find the answers in this well-written book. 
Others looking for new ways to increase business will also receive 
helpful suggestions from the practical ideas and illustrations pre- 
sented. Marketing and distributive education teachers will be 
interested in the many possibilities of telephone selling suggested 
by the book. 

Based on an intensive three-year survey by specialists in the 
telephone industry, guided by Dean Brisco of New York University 
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School of Retailing, Telephone Selling has three aims, as stated in 
the Preface: (1) to present fundamental principles underlying 
selling merchandise or services by telephone; (2) to present actual 
problems that must be met by salespeople and store executives in 
order to sell merchandise by telephone successfully; (3) to present 
the subject concretely by combining textual discussion and cases 
for those who are preparing to enter the field of merchandising. 

In the reviewer's opinion these aims are achieved. Emphasis 
on the practical side, or techniques, adequately supported by real 
cases and illustrations is noticeable throughout the book. Several 
percentages are given from actual studies showing the effectiveness 
of telephone selling compared to other methods. The problems to 
be solved before and during the installation of various kinds of 
telephone services are well explained and workable solutions are 
offered. Limitations on the use of this new sales tool are not 
neglected, and claims made for its advantages appear too conserva- 
tively stated. 

The book might have been more descriptively entitled ‘‘Sales 
Management of the Telephone Department’’ or ‘“Training for 
Effective Telephone Selling.’’ In scope it certainly exceeds the 
usual meaning of selling. Although the ingredients of telephone 
salesmanship, voice, personality, canvass, merchandise knowledge, 
tested telephone sentences, prospecting, etc., occupy a large portion 
of the discussion, no small amount of attention is given to the 
training, supervisory, and managerial aspects. Rather, good 
telephone selling requires effective planning, careful training, and 
management. Methods of analyzing and solving telephone prob- 
lems in a systematic way receive generous consideration. The 
profit vs. expense viewpoint is held throughout. 

The need for good organization, proper training, and cooperation 
of other departments with the telephone salespeople is discussed 
frequently. While only one chapter is devoted exclusively to 
training, the importance of this function is emphasized repeatedly, 
and many good ideas on employee training are presented. 

Newer developments in telephone selling, the versatility of 
modern equipment, aids available from the telephone companies, 
newer applications to public relations work and other fields dis- 
cussed in the book make it a useful addition to sales and distribu- 
tive education literature. 

University of Arkansas Pearce C. Keiiey 
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STATE REPORTS 
ALABAMA 


According to the statistical measures of business activity which 
were available to the Bureau of Business Research of the University 
of Alabama, business conditions in Alabama during 1940 were 
better than in any other year since 1929. In the last six months of 
the year industrial activity assumed boom proportions, since 
several lines were operating at capacity and steps were being taken 
to expand the industries. This condition was definitely true in 
the iron and steel industry, and plant expansion has been neces- 
sitated to accommodate the increased volume of business. Al- 
though the highest levels of activity were recorded by the in- 
dustrial lines, many other indicators of business activity showed 
good returns for the year. 

A statistical summary indicates gains in 14 major lines of activity 
over previous periods, and for the year as a whole each line showed 
improvement over 1939. The largest gains were made in the value 
of building contracts, coal, coke, and steel production, and in new 
passenger car sales. Gains over 1937 were almost as general. 
Only the sales of fertilizer and of new ordinary life insurance failed 
to show improvement. Building construction, as reflected by the 
value of building contracts, was 94.9 per cent above 1937, while 
steel ingot production was 40.8 per cent higher in 1940 than in 
1937. 

Although not making the spectacular gains shown by industrial 
production, sales activity in Alabama during 1940 has made 
marked progress. Retail sales of independent stores in Alabama 
during 1940 continued to show important gains in all types of 
business. Compared with 1938, the largest increase was reported 
by motor vehicles dealers, followed in order by furniture, depart- 
ment and hardware stores. Only country general and food stores 
showed sales reported below those for 1937. 

Employment in approximately 1500 establishments showed a 
marked upward tendency during the last half of 1940. During 
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the first six months there was a tendency for the number of pay 
rolls to decrease slightly, but after July an increase of 2 to 3 per 
cent each month was noted. The largest gain of the more impor- 
tant groups was reported by manufacturing establishments, while 
employment and coal mining showed an almost steady increase 
throughout the year. A similar steady increase was noted in 
metalliferous mining. Accompanying the increase indicated by 
the index numbers of employment is a somewhat faster increase in 
pay roll totals, which resulted in a rather decided increase in the 
average pay roll per worker. In general, business and industrial 
activities during the year have shown decided increases. 

Increased industrial activity has been accompanied by a very 
considerable expansion of industrial plants. Part of this expansion 
has been in the form of additions to existing facilities, and a con- 
siderable part has been represented by the establishment of new 
industries. The Alabama State Chamber of Commerce has 
announced that approximately $75,000,000 in new capital invest- 
ment has been made in Alabama industries, which has resulted 
from the establishment of 52 new industries and expansions to 70 
existing concerns. Perhaps the most outstanding examples of 
these two types of expansion are the new aluminum plant of the 
Reynolds Metal Company which is being built at Sheffield and is 
reported to involve an outlay of some $23,000,000, and the expan- 
sion announced during the year of the Tennessee Coal, Iron and 
Railroad Company to involve $30,000,000. The defense program 
has also resulted in announcements of large plant construction 
projects. The most important of these has been the announcement 
of the new smokeless powder plant to be built on the Coosa River 
near Childersburg, which will involve an expenditure of $30,000- 
000; an ammunition storage depot at Anniston, involving $12,400- 
000; modernization of the nitrate plant at Muscle Shoals at a cost 
of $6,500,000; a shell forging plant at Gadsden, at a cost of $6,000- 
000; improvement of facilities at Maxwell Field at Montgomery; 
a new basic flying school at Selma; and the Southeastern Air 
Supply Depot at Mobile. Shipbuilding in the Mobile area has 
also received a very decided increase by the placing of contracts for 
four destroyers, reported to cost about $32,400,000, and also an 
order by the Waterman Steamship Company for four ships to cost 
approximately $12,000,000. 
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Of interest to students of transportation is the recent shipment of 
automobiles by barge on the Tennessee River, which was unloaded 
at Guntersville. This first shipment of some 130 cars is reported 
to mark the inauguration of regular service from Detroit to Ten- 
nessee River points. 

In the field of state finance, officials in Montgomery reported 
increased tax collections with the result that appropriations are 
being met, and the condition of the treasury of the state isnowin 
exceptionally strong position. 

University of Alabama H. H. CaapmMan 


FLORIDA 


The United States Department of Agriculture has estimated the 
Florida orange crop for the 1940-41 marketing season at 28,600,000 
boxes compared with 28,000,000 in 1939-40 and 33,300,000 in 
1938-39. The grapefruit crop has been estimated to be 39,994,000 
boxes for the current season as compared with 34,975,000 last 
season and 43,594,000 two years ago. 

* * * *¥ 

The Sixth Annual Economic Conference conducted by Rollins 
College was held at Winter Haven, February 6, 7, and 8, 1941. 
The general theme of this year’s conference was ‘‘Business and 
Industry under the Defense Program and the War Situation.”’ 
The four main papers presented were ‘‘Labor Relations and De- 
fense’’ by Dr. John R. Steelman, Director of Conciliations of the 
U. S. Department of Labor; ‘Substitution of Law for War,”’ by 
Mr. Hayne Davis, New York attorney and writer on international 
relations; ‘History and Organization of the Army Air Corps,” 
by Lieutenant Colonel Philips Me'ville of the Orlando Air Base; 
and ‘‘International Trade and the War,’’ by Dr. Paul S. Pierce, 
retired professor of economics at Oberlin College. 

University of Florida J. B. McFerrin 


GEORGIA 


Recently released figures of the Department of Commerce's 1939 
Census of Business reveal rather clearly the extent of the recovery 
made in Georgia since 1935, the time of the last such complete 
census. Dollar sales of wholesale establishments in the state 
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amounted to $803,238,000, a gain of 33.2 per cent over the 1935 
total of $605,272,000. The average number of employees increased 
from 18,444 to 24,501, a gain of 32.8 per cent. Pay rolls jumped 
from $25,601,000 to $34,899,000, an increase of 36.3 per cent. 
Average annual earnings per employee advanced from $1,388 to 
$1,424. 

Reflecting its growth as one of the country’s leading whole- 
sale centers, serving not only Georgia but a large part of the 
Southeast, Atlanta's gains were even larger. This city contributed 
58 per cent of the sales, 51 per cent of the employment and 64 per 
cent of the pay roll of all wholesale establishments in the state. 
Atlanta dollar sales climbed from $328,474,000 to $465,115,000, a 
gain of 41.6 per cent. The number of employees increased from 
9,473 tO 12,473, a gain of 32 per cent, and an improvement of 7 
per cent over the figure for the boom year of 1929. Pay rolls 
expanded from $15,701,000 to $22,215,000, a gain of 42 per cent, 
with the result that the average annual earnings per employee 
advanced from $1,657 to $1,781. As used in the Census of Busi- 
ness, wholesale trade is somewhat broader than the usual con- 
ception, including manufacturer-owned sales outlets, petroleum 
bulk stations and farm products terminals in addition to the enter- 
prises customarily included in this category. 

* * * * 

New impetus was recently given to Georgia's pipe line contro- 
versy, which is now before the legislature, as the result of a letter 
in which President Roosevelt, at least in the opinion of supporters 
of the pipe line, placed this subject in the category of national 
defense construction and recommended Congressional study with a 
view to augmenting oil transportation facilities in the Southeast. 

The controversy arose over the endeavor of the pipe line com- 
pany to run a gasoline feed line the length of Georgia to complete 
a line from Port St. Joe, Florida, to Chattanooga, Tennessee. 
Completion of the pipe line has been held up by litigation, rail- 
roads having refused to permit the line to cross their property. 
The legislature two years ago passed an enabling act for the pipe 
line company, but superior courts ruled that this act did not grant 
the right of eminent domain to condemn property. 

A new measure giving pipe line companies the right of eminent 
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domain in crossing private and public property is now pending in 
the legislature, being bitterly opposed by the railroads, their 
employees and their friends. Spokesmen for the railroads have 
stated that the President’s letter, which was to Chairman Lea of 
the House Interstate Commerce Committee, referred only to the 
Atlantic seaboard and hence has no bearing on the proposed gaso- 
line pipe line in Georgia. Nevertheless, the outcome of the con- 
troversy will be watched with interest by persons throughout the 
South. 
* * * * 

That reverberations of the retiring administration in Georgia 
have not completely died down is apparent from a special present- 
ment made by the Fulton County Grand Jury early in February 
pointing out that ‘1,915 criminals were set at liberty’’ during the 
past four years, and suggesting that law-abiding citizens soon may 
be forced to take up arms to protect themselves ‘‘from this hazard 
to which the state has exposed them.’’ That this also has its 
bearing on the government's fiscal situation is shown by the es- 
timate of the grand jury that it cost the state of Georgia at least a 
half million dollars ‘‘to put these 1,915 convicts behind bars or on 
the chain gang.’” Two other Georgia grand juries also recently 
have singled out the granting of pardons for special comment. 
The January term of the Crisp County Superior Court Grand Jury 
passed a resolution deploring the apparent laxity in this law, 
while the Baldwin County Grand Jury called upon its legislators 
to introduce a bill in the state legislature creating a pardoning 
commission to be composed of three Superior Court judges. A 
bill calling for a comprehensive investigation of pardons granted 
by the outgoing Governor has been introduced in the General 
Assembly. While at time of writing this measure had not come 
to a vote, its passage or other legislation of a similar nature 
seemed assured. 

Early in February the General Assembly passed a bill giving the 
Governor broad authority over the state’s finances. Under this 
act, the chief executive has the power to decide by what amount 
any sum appropriated or allocated to a state department exceeds 
the approved budget of that department for any quarter. He may 
then direct the state Treasurer to set apart the excess into a general 








596 STATE REPORTS 


surplus account which in turn is appropriated by this measure to 
the contingency or emergency fund provided for in the 1933 Code. 
Contrary to the method of disbursing money in the general fund, 
which must be appropriated by the General Assembly, disburse- 
ment of amounts in the emergency fund is entirely under the con- 
trol of the Governor in his capacity as Director of the Budget. 
The importance of this measure becomes apparent when it is 
recalled that approximately 61 per cent of state revenues in Georgia 
is allocated or earmarked to specific services before collection, and 
prior to the new legislation could not be touched by either the 
Governor or the General Assembly. Hence, in the past, services 
supported by allocations often have had a surplus while those de- 
pendent upon the general fund starved. No allocated funds could 
be re-allocated or appropriated until six months after the end of 
the fiscal year. Under the new measure funds may be shifted 
currently on a quarterly basis. 

Acting under his new authority the Governor immediately took 
$3,598,511.11 of surpluses from certain state departments, $1,186- 
932.58 of which was transferred from the Highway Department. 
He then redistributed $3,394,893.15 of this to schools and other 
services, $2,699,579.37 of which went to the Education Depart- 
ment. Of this, $1,500,000 was for past due teachers’ salaries. 
While no one will deny the importance of the prompt meeting of 
salary obligations to teachers, question may be raised as to the 
desirability of the principle of diverting state funds from one de- 
partment to another. 

The crux of the problem seems to lie in the fact that $21,614- 
250.07, or about half of the total receipts from state taxes for the 
fiscal year ending June 30, 1940, came from the six cents a gallon 
tax on gasoline. Supporters of the new measure contend that tax 
revenues should, in effect, be placed in a general fund and then 
appropriated in accordance with need. Under existing law, how- 
ever, this is not done, the majority of the state’s receipts being 
allocated before collection. This was true of the revenue from 
the gasoline tax. Opponents liken the gasoline tax to a toll for 
the use of the highways, and think that revenue from this source 
should be reserved for their maintenance and improvement, 
holding that in such restricted use of these funds lies the principal 
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justification for the present high impost on such a necessary com- 
modity. 
Emory University Apert GRIFFIN 


KENTUCKY 


The Special Court of Appeals appointed by the Governor to try 
an appeal from a lower court holding valid an act of the 1940 
legislature granting pensions to judges of the Court of Appeals 
reversed by a four to three decision the lower court judgment. 
The Special Court relied largely upon the reasoning that the 
pension increased the remuneration of the court past the $5000 
annual compensation for public officials, other than the Governor, 
found in the state’s constitution. 

** * * 

The Twenty-Second Annual Report (1939-40) of the Department 
of Revenue is something of a landntark in governmental account- 
ing for the state. It is aimed at the attention of the intelligent 
citizen rather than the statistician. It is only 43 pages in length— 
the detailed property-tax statistics having been mimeographed 
separately to be supplied on request to those needing such informa- 
tion. 

Tax and license revenues are shown in tabular and chart form 
in the first few pages. Judicial and legislative developments are 
briefly summarized. Administrative cost data (expenses are 1.05 
per cent of the revenue collected on the average) are shown to be 
the product of a definite cost accounting plan, not merely a divi- 
sion of disbursements by appropriation. The report closes with a 
vigorous plea for giving property taxation a fair chance. 

The Department of Revenue has also issued a manual of county 
accounting on which work has been in process for some time. In 
addition to the department’s own experts, county officials, and 
other persons directly affected, leading private accounting firms 
in the state have collaborated in developing a practical guide 
which would make actual accounting control possible in a state 
which, although rapidly improving local government finance 
procedures, has rarely enjoyed the benefits of good county records. 
The new manual, in an appendix to which appropriate forms are 
shown, appears to be equal to the best, and superior to most, local 
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accounting guides. The formal regulation respecting its use (SF-1) 

contemplates that 1¢ will not immediately entirely replace the uni- 

form plan—providing a cash basis—which was prescribed in 1934. 
University of Kentucky RopMAN SULLIVAN 


LOUISIANA 


Louisiana's recent plan of administrative reorganization is now 
in effect. In the November election, a constitutional amendment 
placed the administrative code into the fundamental law of the 
state. The amendment provides a maximum of 20 departments 
and three independent establishments. Fifteen department heads 
are appointed by the Governor for a period of four years. The 
departments are: Revenue, Finance, Health, Occupational Stand- 
ards, Labor, Banking, Public Service, Public Welfare, Institutions, 
Public Safety, Highways, Public Works, Conservation, Minerals, 
and Military Affairs. The heads of the other departments, Treas- 
ury, State, State Lands, Education, and Agriculture are elected by 
the people for a term of four years. 

The Finance Department is of most importance. This depart- 
ment is divided into several divisions. It is through the Budget 
Division that the Governor prepares and submits his budget to the 
legislature. Through the Division of Accounts and Control the 
Finance Department sets up a uniform system of keeping accounts 
for making purchases for the entire state. It is anticipated that 
great economies can be secured from both quality and price stand- 
point for the state. 

The Finance Department through its divisions is powerful. As 
a check on the department head there is a Board of Finance. The 
members of this board are appointed by the Governor for nine 
years with three year overlapping terms. The board has the 
power to investigate and veto any action of the department. The 
State Auditor is an agency of the legislature and is entirely dis- 
associated from the administrative and executive agencies; his 
function is to serve as a check of the Finance Department as well 
as the entire group of administrative departments. 

Louisiana State University S. A. CALDWELL 
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NORTH CAROLINA 


From the incomplete reports now available it appears that in 
1940 economic activity in North Carolina showed some improve- 
ment over 1939, although the improvement was spotty and ir- 
regular. Debits to individual accounts in seven leading cities 
increased 10 per cent, passenger auto sales were up 23 per cent, 
the cotton textile industry consumed 5 per cent more cotton, and 
tobacco manufacturers produced about 5 per cent more cigarettes. 
Building permits issued in nine leading cities, however, showed no 
change and farmers’ incomes for the state as a whole were probably 
lower due to the drastic reduction in tobacco acreage. Because of 
the crop reduction program and government support of the market, 
tobacco prices were, on the average, about 10 per cent higher in 
1940 than in 1939, but production was cut by 38 per cent, entailing 
a loss of about $20,000,000 from the sale of tobacco. This was 
offset in part by increases in cotton and other crops, but the net 
result was lower farm incomes for the state as a whole. 

It may be significant to examine the policy followed by farmers 
of the state when they found it necessary to reduce tobacco produc- 
tion drastically. What crops were substituted for tobacco? The 
following table shows the changes for the principal crops: 
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The principal shift was from tobacco to the other two important 
cash crops of the state—cotton and peanuts. 

For the first time in more than ten years the legislature, in its 
1941 session, was not faced with the necessity of levying new 
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taxes or of raising rates on old taxes. In fact, it seems at the 
present writing that the legislature will make two reductions 
in state levies; i.e., by extending the exemption from the sales 
tax from the present restricted list of basic foods to all foods and 
by returning to the counties 75 per cent of the receipts from the 
intangibles tax instead of the present 60 per cent. In spite of 
these reductions, however, it is expected that total state revenues 
will increase over the next biennium because of increased economic 
activity and the improved administration which is planned for the 
sales tax. 

The budget which was presented to the legislature called for 
expenditures for the next biennium of approximately $93,000,000 
per year, of which a little more than half would be from the Gen- 
eral Fund and a little less than half from the Highway Fund. 
Nearly two-thirds of General Fund expenditures will be for the 
public school system, which is scheduled to take about $29,500,000 
in 1942-43. This item has risen steadily from $20,223,000 in 1935- 
36 to an estimated $27,780,000 in the present year. At present 
the legislature seems disposed to add a twelfth grade to the basic, 
state-supported program, but not to extend the present eight- 
months term to nine months. 

Without a dissenting vote in either house, the legislature has 
passed a retirement law covering all state employees, including 
public school teachers. A commission of prominent citizens, 
appointed in 1939, recently made its report, recommending such a 
law to become operative July 1, 1941. The plan in brief is to de- 
duct 4 per cent from the salary of every state employee to be 
matched by an equal contribution from the state treasury, the 
whole to accumulate at interest for the employee's retirement. 
Retirement would be optional to the employee at age 60, compul- 
sory at 65, except when the employer expressly asked the employee 
to continue in service, in which case retirement would take place 
not later than age 70. Credit for past service would be given by 
the state out of its own funds to the extent of 75 per cent of what 
the employee and state together would have contributed, had the 
system been in operation in the past. Rather liberal provision 
for total disability is also made. A retirement commission is 
provided for, charged with the responsibility of investing the 
funds, keeping the plan solvent, and administering the benefits. 
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It is estimated that the plan will cover about 36,000 employees at 
a cost to the state, including the ‘‘accrued liability,’’ of about 
$1,680,000 the first year and approximately the same amount or 
slightly more in the next few years. 

Duke University B. U. Ratcnrorp 


SOUTH CAROLINA 


The perennial “‘liquor question’’ has once again risen to plague 
the South Carolina lawmakers. Hardly had the gavel fallen to 
indicate the opening day of the current session before the General 
Assembly was involved in debate on a bill which would return the 
state to the “‘bone dry’’ column. Proponents of the measure argue 
that it represents the voice of the people who at the polls last 
summer voted for a return to prohibition by a 66,000 majority. 
On the other hand it is pointed out that legalized liquor now 
produces an annual revenue of approximately $3,000,000 and that 
some means must be found to replace this before serious con- 
sideration can be given to repeal of existing statutes. 

To further complicate the problem of the legislature the State 
Teachers Association with a membership of nearly 10,000 is 
requesting an increase of $10 per month in the base pay of all 
teachers. This would require an increase of approximately 
$1,000,000 in state funds. In support of the proposed increase the 
teachers call attention to the fact that the present salary scale is 
below that of a private soldier when the necessary expenses of 
board and clothing are deducted from the teacher's cash income. 
Considering the training, etc., required of teachers, the claim is 
that this is hardly a sufficient reward. 

The General Assembly also has before it a bill which would 
remove South Carolina from the list of four states in which the 
legislative body now convenes annually. Three times the voters 
have approved an amendment to the Constitution to permit bien- 
nial sessions and twice the assembly has neglected to enact the 
necessary legislation. The question now is: ‘‘What will the pres- 
ent legislature do?”’ 

* * * * 

South Carolina, along with nearly all of the states has launched 
seriously upon a program of ‘‘Land Use Planning.’’ Admittedly 
a misnomer, the program aims to bring together the best thought 
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and action of federal and state agencies and leading farmers looking 
toward the solution of pressing economic and social problems com- 
mon to rural areas. The work is done largely through neighbor- 
hood and community groups, sponsored and encouraged by 
county and state committees. Farmer members compose the en- 
tire membership of local committees and are in a majority on all 
county committees. 

Currently the committees are concerned with the impacts of war 
on southern agriculture. Ways and means are being sought 
whereby farmers might benefit by the defense activities, soften the 
effects of a post-defense depression, and readjust their operations 
to meet the effects of war abroad. 

The program has its long-time and its short-time aspects. Some 
committees are considering landlord-tenant relationships, others 
drainage, health, labor problems, public policy, in fact just about 
every problem with which farmers have to deal. They will have 
the benefit of seasoned advice and opinions from members of the 
technical staffs of the Land Grant College and from state and 
federal agencies operating in the state. 

One feature of the “‘Land Use Planning Program’’ in South Caro- 
lina which has attracted widespread attention is a research under- 
taking being carried out under the very formidable title: ‘‘A 
Social and Economic Appraisal of Land Utilization in Edgefield 
County.’ The study is cooperative between the South Carolina 
Experiment Station, the Soil Conservation Service, the Farm Credit 
Administration, and the following divisions of the Bureau of Agri- 
cultural Economics, U.S.D.A.: Land Economics; Farm Manage- 
ment and Costs; Farm Finance; Farm Population and Rural Wel- 
fare. In addition, other county, state and federal agencies are 
actively interested in the work and will support it in so far as 
resources permit. 

One purpose of the study is to provide the County Land Use 
Planning Committee with factual information on which to base 
its preliminary report and recommendations for an immediate 
county agricultural program. More fundamentally, however, the 
study aims to analyze current economic and social problems in 
relation to land use and to develop a long-time program for the 
county based upon a thorough knowledge of its resources and 
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opportunities. To this end each cooperating agency is making a 
definite contribution. 
Clemson Agricultural College G. H. Autti 


TENNESSEE 


The recent session of the Tennessee General Assembly was one 
of the most turbulent in many years. Prominent among the issues 
were poll-tax repeal, appropriations for education, and questions 
of national defense in relation to organized labor. A hitherto 
unbroken precedent, that of senatorial courtesy on local bills, 
was abandoned when the Senate rejected a local measure for the 
amendment of the Chattanooga city charter abolishing the munic- 
ipal poll tax,—a measure sponsored by the Chattanooga delegation 
in the Senate. Another tradition of recent years was abandoned 
when an important measure sponsored by the Governor, in this 
case the education bill, was defeated in the lower house. Extended 
public controversy between Mr. E. H. Crump, Memphis political 
leader, and the Nashville Tennessean, an influential newspaper of 
the state, was a prominent feature of the session. 

Three bills for general repeal of the poll tax in Tennessee were 
defeated early in the session. Of the eight southern states which 
levy a poll tax as prerequisite for voting, Tennessee has a tax which 
is commonly regarded as the least firmly entrenched in the state 
constitution, that is the constitutionality of repeal by direct legis- 
lative act has been regarded as more clearly established in Tennessee 
than in the other seven states. Hence the defeat of the repeal 
movement in the recent session of the Tennessee legislature has 
resulted in a renewed consideration, by repeal advocates, of the 
possibility of federal action in the matter, e.g. the Geyer bill in 
Congress which would abolish the poll tax as a prerequisite for 
voting in all federal elections. 

The education bill sponsored by Governor Prentice Cooper called 
for total appropriations of $8,790,000. This was opposed as 
inadequate by the Tennessee Education Association, whose spokes- 
men argued that it would necessitate further salary cuts for ele- 
mentary-school teachers in the 84 rural counties. Data provided 
by the state Department of Education indicated that the annual 
salary of the teachers in question averaged $622.76 for last year. 
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After the Governor's bill was rejected by the lower house, a com- 
promise measure was passed, which set the total appropriations 
for education at $9,005,000. This carries some increase in the 
appropriation for higher education in the state, including the 
University of Tennessee, an increase which was supported both 
by the administration and by the Tennessee Education Association. 

Among the defense measures considered by the legislature was a 
bill to establish a Home Guard. In its original form the latter 
was opposed by all branches of organized labor in Tennessee, i.e. 
the American Federation of Labor, the Congress of Industrial 
Organizations and the railway brotherhoods. State labor or- 
ganizations, working together with unusual unanimity, proposed 
three amendments to the Home Guard bill, of which two were 
incorporated in the version of the bill which finally became law. 
One amendment prohibited private contributions or loans to the 
Home Guard, while the other provided that the act should not be 
construed so as to limit freedom of speech or assemblage. Bills 
directed against ‘“‘criminal syndicalism’’ and ‘“‘sabotage’’ were 
opposed by all branches of organized labor in Tennessee on the 
score that the alleged sweeping language of the bills constituted 
threats to the established rights of labor organizations. 

** * * 

Acceleration of national defense contracts is stimulating indus- 
trial activity in Tennessee. Among the arms and defense items 
now being produced in the state are aircraft and aircraft parts, 
explosives and shell loading, army clothing (such as service shoes, 
shirts, coats, underwear, denim work trousers, etc.) tents, mat- 
tresses, cast-iron griddles and clinical thermometers. During the 
half-year period between July 1 and December 31, 1940, defense 
contracts and expenditures (exclusive of sub-contracts) in Tennes- 
see totalled $46,400,000, or $15,917 per 1000 population in the 
state. In respect to amount of contracts per 1000 population, 
Tennessee ranked sixth among the 13 southern states during this 
period. Leading southern state was Virginia with $313,983 in 
contracts per 1000 population, followed by South Carolina with 
$74,085 per 1000. Last among the southern states in this respect 
was Oklahoma with $2,736 per 1000 population. 

Nashville plants of Vultee Aircraft, Inc., of California, now em- 
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ploy 1200 workers, while expansion plans call for an employment 
of about 5000 workers by September of this year. Altogether 
about $9,000,000 of private capital is being invested in the plant 
and equipment of Vultee Aircraft in Nashville. The Tennessee 
Powder Company, a subsidiary of Du Pont, is expanding its plants 
at Millington, Tennessee, calling for a total investment, when 
completed, of about $20,000,000. Contracts for the operation of a 
shell-loading plant near Milan, Tennessee, have been awarded to 
Proctor and Gamble Defense Corporation of Cincinnati, Ohio. 
Real-estate booms, accompanied by new housing problems, are 
now found in several of the smaller towns in Tennessee. 
Fisk University Appison T. CuTLer 


VIRGINIA 


Virginia is taking an active part in the national defense pro- 
gram. Her industries are now busy filling orders aggregating 
more than three-quarters of a billion dollars. There has been 
formed also a state defense organization for the purpose of co- 
ordinating the state’s efforts to work closely with the National 
Defense Council. 

The Governor of Virginia, foreseeing Virginia's vital position 
in the national defense plan, was probably the first state executive 
to appoint a state defense council. On May 30, 1940, the Virginia 
Defense Council was created and charged by the Governor, as 
follows: ‘“To survey and estimate the Virginia situation in rela- 
tion to adequate national military and industrial preparedness and 
State needs; to formulate plans for the prompt and efficient mobili- 
zation of the industrial facilities, natural resources, and man- 
power of the Commonwealth required for effective National De- 
fense; and to cooperate, as the State’s Codrdinating Authority, 
with the National Defense Commission and other agencies of the 
United States.”’ 

More recently, the Virginia Defense Council has created eight 
Regional Councils to coincide with the state highway districts. 
As the need arises, the Regional Councils will form local planning 
commissions to study and report on strictly local problems. 

Each Regional Council is charged with the duty of making a 
careful study of its area to determine the facilities available for 
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carrying out defense projects and to evaluate the possible long- 
time effects of the defense program on the region as a whole. 
Such problems as recreation, housing, health and medical care, 
labor, transportation, utilities, education facilities, food supply 
and police-traffic control will be studied and planned from the 
long-range point of view. For example, the labor situation will 
be studied to determine the adequacy of the different skills of labor, 
when and where they will be needed. Vocational training pro- 
grams will be designed to help train the workers as they are 
needed. Workers will be urged by the councils to register with 
the State Employment Service to help obtain the maximum use of 
all trained workers and to see that training and experience are put 
to proper use. 
University of Virginia Georce T. STARNES 




















PERSONNEL NOTES 


G. H. Aull, head of the Department of Agricultural Economics 
and Rural Sociology, Clemson College, has been invited by the 
National Resources Planning Board to serve on its staff of con- 
sultants. 

George F. Baughman, formerly with the National Metropolitan 
Bank of Washington, D. C., has been appointed acting assistant 
professor of economics and realty management at the University of 
Florida. 

D. M. Beights, professor of accounting at the University of 
Florida, has an exchange professorship at the University of Illinois 
for the second semester. 

Martin L. Black is now associate professor of accounting at 
Duke University. 

Donald W. Calhoun has recently been added to the faculty of 
Limestone College in the Department of Social Sciences. Mr. 
Calhoun comes to Limestone after having done graduate work for 
his Ph.D. degree at the University of North Carolina. 

James L. Campbell is a new member of the faculty of the School 
of Business Administration, Emory University, teaching courses 
in industrial relations, statistics and transportation. A graduate 
of the Graduate School of Business Administration, Harvard Uni- 
versity, Mr. Campbell comes to Emory University from the Stand- 
ard Oil Company of Indiana. 

L. H. Carter and Hollis P. Guy, College of Commerce, Univer- 
sity of Kentucky, have been acting as consultants for the state 
in examining applications for positions under the merit system of 
employment enacted by the legislature in 1940. 

James E. Chace, Jr., assistant professor of economics and realty 
management at the University of Florida, has been granted a year’s 
leave of absence to accept a position as technical adviser to the 
Florida Industrial Commission. 
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D. J. Cowden, associate professor of economics at the University 
of North Carolina, will teach during the coming summer session 
of Columbia University. 

Robert L. Crane, formerly of the University of Texas, is teaching 
economics at State Teachers College, Memphis, Tennessee. 

Walter H. Delaplane is now assistant professor of economics at 
Duke University. 

W. T. Ferrier, associate agricultural economist, was recently 
made a member of the board of directors of the Association of 
Southern Agricultural Workers. 


Paul M. Green of the University of Illinois is exchange pro- 
fessor of accounting at the University of Florida for the second 
semester. 

John W. Gunter, formerly of the University of North Carolina, 
has accepted a position as associate economic analyst, Division of 
Monetary Research of the Treasury Department, Washington. 

William G. Herzel has resigned his position with the University 
of Kentucky Bureau of Business Research to accept a position as 
director of the Research Division of the Kentucky Department of 
Revenue. 

Calvin B. Hoover of Duke University delivered, on February 
20, one of the Stafford Little series of lectures at Princeton Uni- 
versity. The series this year was built around the theme of 
‘The Impact of Totalitarianism on the United States’’; Professor 
Hoover discussed the economic aspects of the problem. 

David Ross Jenkins, assistant professor of rural sociology at 
Clemson College, is the author of a recent monograph entitled 
Growth and Decline of Agricultural Villages. The book is from the 
Columbia University Press. 

E. A. Kincaid, professor of finance at the University of Virginia, 
has been appointed a member of the Virginia State Chamber of 
Commerce’s Committee on Taxation and Government. 

Albert S. Keister of the Woman's College of the University of 
North Carolina has accepted an appointment as consultant to the 
National Resources Planning Board in the Atlanta regional office. 

Glenn Morrow has accepted a position with the University of 
Kentucky Bureau of Business Research effective February 1. 
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Raymond Nelson, instructor in economics at the Virginia Poly- 
technic Institute has resigned to accept a position with the U. S. 
Department of Labor. 


Rex Osteen has accepted a position with the University of Ken- 
tucky Bureau of Business Research effective February 1. 


Earle E. Peacock, professor of accounting at the University of 
North Carolina, is president of the North Carolina Association of 
Certified Public Accountants. He is also managing editor of 
The North Carolina Accountant, a new publication of this organiza- 
tion, the first issue of which appeared in October, 1940. 


George S. Peck has recently been appointed instructor in account- 
ing and finance at the University of Chattanooga. 


B. U. Ratchford of Duke University will give courses in finance 
in the summer quarter of the University of Virginia during the 
coming summer. 


Robert Sawyer has resigned his position with the University of 
Kentucky Bureau of Business Research to accept a position with 
the Wages and Hours Division of the U. S. Department of Labor. 


G. T. Schwenning, professor of business administration at the 
University of North Carolina, will be visiting professor at Ohio 
State University in the coming summer session. 

Robert T. Segrest, assistant professor in the School of Commerce, 
University of Georgia, is on leave of absence at Columbia Univer- 
sity where he is working toward his doctor’s degree. 


Robert S. Smith is now assistant professor of economics at 
Duke University. 


Tipton R. Snavely, professor of public finance at the University 
of Virginia, has been appointed a special representative in Virginia 
for the Bureau of Labor Statistics, U. S. Department of Labor. 

Maurice A. Strickland gave up his position at North Carolina 
State College last fall to accept a place on the staff at Georgia 
Tech. During the fall term a part of his work at State was given 
by Robert L. Stallings; during the winter and spring terms it is 
being given by L. J. Arrington. R. L. McMillan of Raleigh also 
assists with a part of the work. 


Professor William A. Tolman, College of Commerce, University 
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of Kentucky, has been granted a leave of absence for the academic 
year 1941-42. He will study at the University of Chicago. 

Curt Victorius has been assistant professor of economics at 
Guilford College since last fall. Professor Victorius received his 
graduate training at the Universities of Berlin, Berne, and Ham- 
burg; for several years he was head of the Research Division of the 
German Banker’s Association and economic advisor to that asso- 
ciation. 

James R. Young has accepted a position as instructor in business 
administration at the University of Chattanooga. 

Erich W. Zimmermann, Kenan professor of economics, Univer- 
sity of North Carolina, has been granted a leave of absence for the 
spring quarter. 
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CONSTITUTION;OF THE SOUTHERN ECONOMIC 
ASSOCIATION 


ArTIcLe I 
NAME 


The name of this Association shall be ‘“The Southern Economic 
Association.” 


Articrz II 
OBJECT 


The object of the Association shall be to stimulate interest in 
economic questions through discussion, research, and publication. 
Special emphasis shall be given to problems relating to the de- 
velopment of the South. 


Articte III 
° MEMBERSHIP 


Any individual, institution, or organization interested in pro- 
moting the object of the Association may become a member upon 
the payment of the annual dues required in the by-laws. 


ArticLe IV 
OFFICERS 


The officers of the Association shall be a President, a First Vice- 
President, a Second Vice-President, a Secretary-Treasurer, and the 
Editors of the publications. All officers, except the Editors, shall 
be elected at the annual meetings of the Association, and shall 
hold office for one year or until their successors are elected. The 
Editors shall be chosen by the Executive Committee according to 
regulations contained in the by-laws. 

The Executive Committee of the Association shall consist of the 
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President, the two Vice-Presidents, the Secretary-Treasurer, and 
the three immediate past Presidents. This committee shall con- 
duct the affairs of the Association and perform the usual duties 
of such a committee. 

The President shall be the general executive officer of the Asso- 
ciation, shall administer the affairs of the Association under the 
direction of the Executive Committee, and shall appoint all 
committees. In the event of the death, resignation, or disability 
of the President, the duties of the office shall devolve upon the 
First Vice-President, the Second Vice-President, and the Secretary- 
Treasurer, in that order. The First Vice-President shall have as 
his special function the preparation of the program of the annual 
meeting; the Second Vice-President shall be charged with the duty 
of expanding the membership. 


ARTICLE V 
MEETINGS 


There shall be every year one regular meeting of the Association 
at a time and place to be designated by the Executive Committee, 
for the transaction of business, the presentation of the program, 
and the discussion of economic problems. Notice of the annual 
meeting shall be sent to all members of the Association at least two 
weeks before the date of such meeting. At the annual meeting 
the President, the Vice-Presidents, the Secretary-Treasurer, and 
the Managing Editor of the Publications shall make their reports, 
and the officers of the Association for the ensuing year shall be 
chosen. The members present at the meeting shall constitute a 
quorum. Each individual member shall have one vote and each 
member institution or organization shall have one vote. 

Special meetings may be called by the Executive Committee 
for the transaction of business or for the presentation of papers 
and discussions, provided that notice thereof be sent to all mem- 
bers at least two weeks before the date of such special meeting. 


Articte VI 
AMENDMENTS 


This constitution may be amended by a two-thirds vote of the 
members present at any annual business meeting, provided that 
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notice of proposed amendments shall have been given in the 
announcement of the meeting. 


BY-LAWS OF THE SOUTHERN ECONOMIC ASSOCIATION 


Section 1. The Executive Committee shall meet on call of the 
President, or on the written request of three members thereof. 
Four members shall constitute a quorum. 

SecTION 2. The annual membership dues for individual members 
shall be three dollars ($3); for sustaining members, five dollars 
($5); for contributing members, ten dollars ($10); for life members, 
sixty dollars ($60); for departments of economics or business 
administration or schools of commerce, libraries, clubs and busi- 
ness institutions, ten dollars ($10). Life members shall be exempt 
from annual fees. Members shall receive without further cost the 
publications of the Association. Each year individual members 
shall have the privilege of designating the class of membership 
they choose for the year. Membership shall date from the be- 
ginning of the quarter following the receipt of the first annual 
dues paid in each case. Members may resign upon written notice 
to the Secretary sent before the termination of their year. Mem- 
bers who shall be in arrears of dues for more than six months shall 
be dropped from the membership roll. Members in arrears for 
more than three months shall be dropped from the mailing list of 
the publications. 

SzcTion 3. Nominating Committee. At least ninety days before 
the date of the annual meeting, the President shall appoint a 
committee of three members whose duty it shall be to nominate 
members for the offices of President, First Vice-President, Second 
Vice-President, and Secretary-Treasurer. The committee shall 
invite all members of the Association to make suggestions about 
these offices, and shall present its final report to be incorporated 
in the notice of meeting; and all members shall have the right to 
make nominations from the floor of the annual meeting. 

Section 4. During the continuation of the joint publication 
of the Southern Economic Journal by the Association and the 
University of North Carolina, the Managing Editor of the Southern 
Economic Journal, appointed by the University of North Carolina, 
shall present a report of the progress of the Journal at the annual 
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business meeting, and he shall be invited to attend the meetings 
of the Executive Committee during the discussion of interests 
common to the Association and the Journal. 

Section 5. The Executive Committee shall by resolution ap- 
point the number of Editors of the Southern Economic Journal 
determined by agreement with the University of North Carolina. 
The term of service shall be for a period of three years, the initial 
appointments being made for such times as will provide for a 
subsequent annual appointment of one editor. 

Szcrion 6. The President, with the consent of a majority of the 
Executive Committee, shall have the power to fill any vacancies 
in offices between meetings. 

Section 7. Changes in these by-laws may be proposed by the 
Executive Committee or any other member of the Association, 
and be voted upon at any regular business meeting. 
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Concentration and Composition of Individual Incomes, 1918-1937. By Adolph 
J. Goldenthal. Washington: Superintendent of Documents, 1940. 
Pp. xv, 112. Paper covers. 15 cents. 

Stock Transfer Taxes. Report of the Committee for the Study of Federal 
and State Stock Transfer Taxes. New York: Committee for the 
Study of Federal and State Transfer Taxes, 1940. Pp. xi, 155. 

Seasonal Variations in Nebraska Business. By William A. Spurr. Lincoln: 
College of Business Administration, University of Nebraska, 1940. 
Pp. 49. Paper covers. 50 cents. 

Trends in Industrial Pensions. By Murray Webb Latimer and Karl Tufel. 
New York: Industrial Relations Counselors, 1940. Pp. x, 88. Paper 
covers. $1.00. 

The Slave Business. By George W. Booker. Scotch Plains, N. J.: 
Flanders Hall, 1940. Pp. 53. Paper covers. 50 cents. 

Doublecross in Palestine. By Nathaniel Greene. Scotch Plains, N. J.: 
Flanders Hall, 1940. Pp. 61. Paper covers. §0 cents. 

Seven Periods of Irish History. Edited by Shaemas O’Sheel. Scotch Plains, 
N. J.: Flanders Hall, 1940. Pp. 120. Paper covers. $1.00. 

The Search for Financial Security. By Robert B. Warren. New York: 
Columbia University Press, 1940. Pp. 91. $1.25. 

The Spanish Guild Merchant. By Robert Sidney Smith. Durham, N. C.: 
Duke University Press, 1940. Pp. xii, 167. $2.50. 

A Patronage Motive Study of Knoxville, Tennessee, Retailers. By E. O. Dille. 
Knoxville: University of Tennessee Press, 1940. Pp. 64. 

The Geographic Basis of American Economic Life. By Harold Hull McCarty. 
New York: Harper & Brothers, 1940. Pp. xxiii, 702. $3.75. 

Principles of Investment. By James C. Dolley. New York: Harper & 
Brothers, 1940. Pp. xii, 460. $3.50. 

Humanity, Unlimited: India, One Sixth of Mankind in Chains. From the 
French of Jeanne D’Arc Dillon La Touche. Scotch Plains, N. J.: 
Flanders Hall, 1940. Pp. 114. Paper covers. 75 cents. 

Democracy on the Nile: How Britain Has ‘‘Protected’’ Egypt. By Sayid 
Halassie. Scotch Plains, N. J.: Flanders Hall, 1940. Pp. 51. Paper 
covers. §0 cents. 
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The Helpless Boers. Translated from the Dutch of Eugen Vroom. Scotch 
Plains, N. J.: Flanders Hall, 1940. Pp. xi, 43. Paper covers. 
50 cents. 

Principles of Economics. Vol. Il. By Lewis A. Froman. With the 
Editorial Assistance of Harlan L. McCracken. Chicago: Richard D. 
Irwin, Inc., 1940. Pp. x, 752. $2.50. 

The Petroleum Industry: An Economic Survey. By Ronald B. Shuman. 
Norman: University of Oklahoma Press, 1940. Pp. xiv, 297. $3.00. 

The Control of Business Cycles. By John Philip Wernette. New York: 
Farrar & Rinehart, 1940. Pp. ix, 197. $1.75. 

Administrative Decentralization. By David Bicknell Truman. Chicago: 
University of Chicago Press, 1940. Pp. xvii, 211. $2.50. 

Economic Mobilization. By Henry Simon Bloch and Others. Washing- 
ton, D. C.: American Council On Public Affairs, 1940. Pp. iv, 43. 
Paper covers. 75 cents. 

The Coal Industry: A Study in Social Control. By Glen Lawhon Parker. 
Washington, D.C.: American Council On Public Affairs, 1940. Pp. iii, 
197. Paper covers. $2.50. 

Gift Taxation in the United States. By C. Lowell Harriss. Washington, 
D. C.: American Council On Public Affairs, 1940. Pp. vi, 175. 
Paper covers. $2.50. 

Economics of W. S. Jevons. By E. W. Eckard. Washington, D. C.: 
American Council On Public Affairs, 1940. Pp. 113. $2.50. 

The Output of Manufacturing Industries, 1899-1937. By Solomon Fabricant. 
New York: National Bureau of Economic Research, 1940. Pp. xxiii, 
682. $4.50. 

Credit Unions—the People’s Banks. By Maxwell S. Stewart. New York: 
Public Affairs Committee, 1940. Pp. 31. Paper covers. 10 cents 

How to Start a Life Insurance Program. Cambridge, Mass.: Institute for 
Risk Analysis, 1940. Pp. 32. Paper covers. 50 cents. 

The Dynamics of War and Revolution. By Lawrence Dennis. New York: 
The Weekly Foreign Letter Press, 1940. Pp. xxxi, 259. $3.00. 

The Industrialization of Japan and Manchukuo, 1930-1940. Edited by 
E. B. Schumpeter. New York: Macmillan Co., 1940. Pp. xxviii, 
944. $7.50. 

The Plantation South, 1934-1937. By William C. Holley and Others. 
Washington: U. S. Government Printing Office, 1940. Pp. xxii, 124. 
Paper covers. 

The Newsprint Paper Industry. By John A. Guthrie. Cambridge, Mass.: 
Harvard University Press, 1941. Pp. xxiii, 274. $3.50. 

Land Tenure Policies at Home and Abroad. By Henry W. Spiegel. Chapel 
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Hill, N. C.: University of North Carolina Press, 1941. Pp. xii, 
171. $3.00. 

The Federal Role in Unemployment Compensation Administration. By Ray- 
mond C. Atkinson. Washington, D. C.: Committee on Social Security, 
Social Science Research Council, 1941. Pp. x, 192. $2.00. 

Yearbook of Agriculture, 1940: Farmers in a Changing World. By U. S. 
Department of Agriculture. Washington: U. S. Government Printing 
Office, 1940. Pp. xii, 1215. $1.50. 

Social Security Yearbook, 1939. By Federal Security Agency, Social Security 
Board. Washington, D. C.: Superintendent of Documents, 1940. 
Pp. xiv, 271. Paper covers. 50 cents. 

Government and the Investor. By Emanuel Stein. New York: Farrar & 
Rinehart, 1941. Pp. xv, 223. $1.00. 

Principles of Inland Transportation. By Stuart Daggett. Third Edition. 
New York: Harper & Brothers, 1941. Pp. xxv, 906. $4.00. 

Union Policies and Industrial Management. By Sumner H. Slichter. Wash- 
ington, D. C.: Brookings Institution, 1941. Pp. xiv, 597. $3.50. 

History of American Business Leaders. Vol. 1. By Fritz Redlich. Ann 
Arbor, Mich.: Edwards Brothers, 1940. Pp. viii, 185. Paper covers. 

The International Gold Standard Reinterpreted, 1914-1934. By William Adams 
Brown, Jr. New York: National Bureau of Economic Research, 1940. 
Two Vols. Pp. xxx, 1420. $12.00. 

Do You Need Some Money? By Alliston Cragg. New York: Harper & 
Brothers, 1941. Pp. xiii,271. $2.25. 

Business and Government. By Charles C. Rohlfing and Others. Fourth 
Edition. Chicago: Foundation Press, 1941. Pp. xvi, 803. $4.00. 

Southern Industry and Regional Development. By Harriet L. Herring. 
Chapel Hill, N. C.: University of North Carolina Press, 1940. Pp. xi, 
103. $1.00. 

Business Cycles: Their Nature, Cause, and Control. By James Arthur Estey. 
New York: Prentice-Hall, 1941. Pp. xvii, 544. $3.75 and $5.00. 

Job Evaluation and Merit Rating. By Eugene J. Benge. Deep River, 
Conn.: National Foremen’s Institute, 1941. Pp. 73. 26 charts. 
Looseleaf binder. $7.50. 











FARRAR & RINEHART is pleased 


to announce— 


RALPH H. BLODGETT’S 


(UNIVERSITY OF ILLINOIS) 


PRINCIPLES OF 


ECONOMICS 


For a one-semester cuurse in economic principles 


GENERAL a comprehensive, readable, and accurate presentation of 


APPROACH: value and distribution theory, plus a full comparison of 
the workings of our economic system with the ideal 
theoretical model. The institutions under which non- 

capitalistic systems operate are described in order that all economic principles 

may be tested as to their validity under every type of system. 


OUTSTANDING ? the logical sequence of chapters (value comes early 
FEATURES: and is immediately followed by distribution) 


v the separation of principles from descriptive 
material 


v the thoroughness and simplicity of the treatment of money and banking 
v the modern chapter on international trade 
v the distinctive chapters on price levels and business cycles 


v the full attention to the influence of monopolistic competition on certain 
phases of theory 
COMING IN EARLY APRIL 1941 


FARRAR & RINEHART, INC. 


232 MADISON AVENUE NEW YORK CITY 
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NEARLY TWO HUNDRED COLLEGES 


use, according to the particular set-ups of their 
courses in principles and problems, some or all of 


ECONOMICS AND SOCIAL INSTITUTIONS 


Realistic, dynamic, and flexible, the six books in this series 
have proved themselves to be the most satisfactory solution of 
the textbook problem for introductory courses in economics. 


1. DEVELOPMENT OF ECONOMIC SOCIETY $1.40 


By Grorce M. Mopu1n, University of Richmond, and Franx T. pEVyvsr, 
Duke. Recognizing the importance of a sound historical background, 
this book traces developments since the Middle Ages. 


*Il. INTRODUCTION TO ECONOMIC ANALYSIS 1.40 


By Arcuipacp M. Mclsaac, Princeton, and James G. Smita, Princeton, 
editor of the Series. The revolutionary text that has introduced 
evolutionary economic theory to undergraduates. 


lil. SOCIAL CONTROL OF INDUSTRY 1.40 


By Gzorce M. Mop.in and Arcutpatp Mclsaac. The problems of 
control that arise in the modern economy, applied to security markets, 
transportation, public utilities, agriculture, marketing. 


IV. MONEY, CREDIT, AND FINANCE 1.40 


By Georce F. Luturincer, U. S. Department of State, Lester V. Chand- 
ler, Amberst, and Denzel C. Cline, Michigan State. Problems of 
public and private credit applied to the present monetary system. 


V. POPULATION, RESOURCES AND TRADE 1.20 


By BurnuaM N. Ds 1, Princeton, and Gzorcs F. Lurarincsr. Inter- 
regional and international trade related to uneven distribution of 
people and resources. 


Vi. LABOR AND SOCIAL ORGANIZATION 1.20 


By Davip A. McCasez, Princeton, and Ricnarp A. Lester, University 
of Washington. Including discussion of social security legislation and 
social reform. 


*An alternative book for Volume II, presenting 
simply and clearly only the basic essentials of mod- 
ern theory, is in preparation and will be ready later 
in the Spring. 


LITTLE, BROWN & COMPANY - BOSTON 
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FOUR IMPORTANT NEW BOOKS 








PRINCIPLES OF ECONOMICS 


By L. A. Froman, University of Buffalo, with the editorial assistance of H. L. McCracken, 
Louisiana State University 
Presents in two volumes a sound discussion of the fundamental principles of economics and shows 
clearly the application of these principles to the everyday problems of modern life. Theoretical and 
practical materials are carefully interwoven. Writing for the student, the author has judiciously 
spaced the more difficult theory through the text so the student masters each theory thoroughly. Ques- 
tions, problems, and bibliographies are presented for each chapter. 
Vol. I 702 Pages Vol. II 740 Pages Each Volume $2.50 


MONEY AND BANKING, Revised Edition 
By Cuar.es L. Pratuer, Syracuse University 


Money and Banking in its new revised edition has already been adopted by more than 90 colleges and 
universities in its first semester of publication. Such representative schools as College of the City of 
New York, Columbia University, Dartmouth College, Indiana University, Northwestern University, 
Temple University, University of California, University of Colorado, University of Illinois, University 
of Minnesota, University of Pennsylvania, University of Cincinnati, University of San Francisco, 
University of Utah, and many others, are now using this leading text. 

The book presents a clear and well-written study of the elementary principles of money, credit, and 
banking with emphasis upon current problems. The text is augmented by many tables, charts, maps, 
and other illustrations. Thought-provoking questions and bibliographies are included for each chapter. 


903 Pages Price $4.00 


ECONOMIC GEOGRAPHY 
By BERNHARD OsTROLENK, College of the City of New York 


This new text, to be published in April, presents an institutional approach to the study of the economic 
geography of the United States. The thirty-two chapters in the book are divided into five sections: 
Part I, three chapters deal with the relation of man to the geographic environment of the United States. 
Part II, six chapters show the economic and social significance of mechanical power and the sources of 
energy. Part III, nine chapters discuss metals and minerals in modern industrial life. Part IV, eight 
chapters describe the place of agriculture in American economy and analyze the geographic and 
economic settings of the important crops. Part V, six chapters deal with the influence of transporta- 
tion in promoting regional specialization, unifying the country, the problems of foreign trade and con- 
servation. 


Ready—April 15th Approximate Size—700 pages 


BUSINESS ORGANIZATION AND MANAGEMENT 


By Etmore Petersen, University of Colorado and E. G. Puowman, University of Denver 


Presents in teachable form the basic theory of organization and principles of management. The book 
reflects the broad executive experience of the authors and is adequately illustrated with more than 
forty diagrams and organization charts. Numerous questions, problems, and actual business cases 
assist in presenting the material. Designed for the management course, it will also be of value in other 
courses such as Policy Formation, Departmentation, Executive Leadership, Committee Techniques, 
and Comparative Management. 


Ready—May Ist Approximate size—600 pages 
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Outstanding McGraw-Hill Books 








MARKETING POLICIES 
By Hucu E. AGNew and DALE Hovucuton, New York University. 610 pages,6x9. $4.00 


This book discusses those phases of marketing which are important to nearly every campaign, yet which 
so far have received little attention in other books in the field. The authors deal with values rather than 
with elementary processes, presenting an intensive study of marketing from the qualitative rather than 
the quantitative point of view. An attempt is made to answer the question “what is it worth?’’ rather 
than “what is it?” or “where did it come from?” 


LIVESTOCK MARKETING 


By Austin A. DowELl, University of Minnesota, and Knute Byorxa, U.S. Department 
of Agriculture. 534 pages,6x9. $4.00 


The authors of this new text bring together in one volume all the pertinent information dealing with the 
marketing of livestock in the United States. Primary emphasis has been placed upon an analysis of the 
various economic factors that were responsible for the organization and development of the different 
types of markets and marketing agencies. 


ACCIDENT-AND-HEALTH INSURANCE 


By Epwin J. FAULKNER, President, Woodmen Accident Company and Affiliated Com- 
panies. McGraw-Hill Insurance Series. 365 pages, 53 x 8. $4.00 


In this book the author presents the first complete, comprehensive study of the entire field of disability 
insurance. Against the background of ninety years of historical development, it describes all the vari- 
ous ways of indemnifying financial loss owing to disability and discusses the principles and practice of all 
phases of accident-and-health insurance underwriting. 


PUBLIC UTILITY ECONOMICS 


By C. Woopy THompson and WENDELL R. SmitH, University of Iowa. 727 pages, 6x9, 
$4.50 


Here is a textbook for advanced students in economics and commerce which relates the field of public 
utilities to the broader area of economics of which it isa part. The book is strictly up to date, discussing 
such recent problems as decline of the street railway, utility service in rural communities, and public 
power projects. 


ECONOMIC GEOGRAPHY. New fourth edition. 


By the late R. H. Wutrseck; and V. C. Fincn, University of Wisconsin. McGraw-Hill 
Series in Geography. 647 pages, 6 x 9, $3.50 


The revision of this well-known text covers, as before, the economic geography of the world—agriculture, 
forest resources, fisheries, fuels, metal ores, transportation, foreign trade, manufacture, etc., with em- 
phasis upon economic interrelations and the adjustment of people to their economic environment. All 
materials have been brought up to date and many changes have been made to make the arrangement 
more logical and the book as a whole more teachable. 


Send for copies on approval 





McGRAW-HILL BOOK COMPANY, Inc. 


330 West 42nd Street New York, N. Y. 
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An Outstanding New Text 
For the Social Science Survey Course 


MEN, GROUPS, ! 
AND THE COMMUNITY 


A Survey in the Social Sciences 


THOMAS HOBEN ROBINSON and ten other members 
of the Social Science Faculty of Colgate University 


For the unified and integrated survey course in the field of the social 
sciences, we recommend this new text, the product of more than a decade 
of experiment under the famous Colgate Plan, and available for general 
use only this year. It is essentially an introduction to the ways in which 
men live together, utilizing for its purposes the significant subject matter 
of economics, sociology, history, political science, and education. ($3.50) 


Typical early adoptions: Vanderbilt University, University of Georgia, University of Mis- 
sissippi, Southern Methodist University, University of Kentucky, Stanford University, Wes- 
leyan University, University of Denver. 


HARPER & BROTHERS .. . 49 East 33d Street, New York, N. Y. 






































The American Economic Review 





VOLUME XXXI Contents MARCH, 1941 
Boomousics in a Time of CHONGR:. 2.600565 sccsccedciewss by Frederick C. Mills 
Be Se re Pree by Ralph L. Dewey 
Rearmament, Recovery and Monetary Policy.................. by G. L. Bach 
The Armaments Program and National Income.............. by John Lindeman 
See ae SNE '..g spc eet aeons chee eseee pers by Domenico Gagliardo 


Recent Changes in Work-Relief Wage Policy 
by Arthur E. Burns and Peyton Kerr 


The Production Function for American Manufacturing in 1919 
by Grace T. Gunn and Paul H. Douglas 


Relationships in the Balance of Payments................ by Ray Ovid Hall 
NO ON GNI ooo a vies necnnnevexeswe veers by Dickson H. Leavens 
Comments on 100 Per Cent Money... .......000.scccccccess by Benjamin Higgins 


Communications, Reviews, Periodicals, and Notes 





The American Economic REVIEW, a quarterly, is the official publication of the American Eco- 
nomic Association and is sent tc all members. The annual dues are $5.00. Address editorial 
communications to Dr. Paul T. Homan, Editor, AMerIcAN Economic REvieEw, Cornell Univer- 
sity, Ithaca, New York; all other communications to the Secretary, American Economic Asso- 
ciation, Northwestern University, Evanston, Illinois. 
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Founded in 1892 
THE JOURNAL OF POLITICAL ECONOMY 


Edited by 
JACOB VINER and F. H. KNIGHT 


Department of Economics, The University of Chicago 
Articles included in the February, 1941 and forthcoming issues: 


INDUSTRIAL EUROPE AT THE TIME OF THE REFORMATION (ca 1515-c@ 1540). By 
John U. Nef. 


THE DEMAND FOR MONEY AND THE CONCEPT OF INCOME VELOCITY. By Walter 
S. Salant. 


OPTIMUM LOCATION IN SPATIAL COMPETITION. By Arthur Smithies. 
ANTHROPOLOGY AND ECONOMICS. By Frank H. Knight. 


THE INFLUENCE OF THE WALSH-HEALEY PUBLIC CONTRACTS ACT UPON LABOR 
CONDITIONS. By Edward F. Denison. 


PRICES UNDER MONOPOLY AND COMPETITION. By T. de Scitovszky. 


Published bi-monthly: February, April, June, August, October, December. Subscription, 
$5.00 per year; Canadian postage, 25 cents; foreign postage, 55 cents. Single copies, $1.00. 


THE UNIVERSITY OF CHICAGO PRESS 5750 Ellis Avenue, Chicago 




















Wanted 


BACK NUMBERS OF THE SOUTHERN ECONOMIC JOURNAL 


The following issues of this journal are out of print: Vol. II, 
No. 4 (April, 1936); Vol. III, No. 2 (October, 1936); Vol. III, 
No. 3 (January, 1937). Yet libraries desire to acquire complete 
files of back numbers of the journal and continue to ask for num- 
bers of these issues. Members of the Southern Economic Asso- 
ciation and subscribers who have copies of these issues that they 
would be willing to part with would render us a genuine service 
if they would write and make this fact known. We should like 
to have donations of copies of these issues, but we will pay the 
full price of $1.00 each for a limited number of copies. An 
early and generous response would be appreciated. 


Address: Manacinc Eprror, The Southern Economic Journal, 
P. O. Box 389, Chapel Hill, N. C. 
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THE SOUTHERN ECONOMIC ASSOCIATION 


OFFICERS OF THE SOUTHERN Economic ASSOCIATION: 


President 
Ralph C. Hon, Southwestern 


Vice-Presidents 
Edgar Z. Palmer (Program), University of Kentucky 
Thurston Walls (Membership), Mississippi State College 


Editors 
Truman C. Bigham, University of Florida 
R. P. Brooks, University of Georgia 
Harlan L. McCracken, Louisiana State University 


Secretary-Treasurer 
D. Clark Hyde, University of Virginia 


ExrcuTIvE CoMMITTEE OF THE ASSOCIATION: the officers of 
the Association and past presidents, ex officio. 


Membership dues in the Association are: annual $3.00, 
sustaining $5.00, contributing $10.00, life $60.00, institutional 
$10.00. Membership fees include $2.00 in payment for a year’s 
subscription to the Southern Economic Journal at the special rate 
granted to members of the Southern Economic Association. 


Applications for membership should be addressed to 
D. Clark Hyde, Secretary-Treasurer, Southern Economic Asso- 
ciation, P. O. Box 1385, University Station, Charlottesville, 
Virginia. 
































Resilience and Flexibility 


MERICA’S industrial plant is the greatest 
instrumentality ever devised for producing in 
quantity and with efficiency the things that make 
for better living. It was created, of course, to meet the 
needs of peace. Nevertheless, to the emergency job 
in which we are now engaged, we as a nation have 
not come empty handed. Although the machines of 
peace are not themselves generally adaptable for the 
production of highly specialized defense materials, 
the skills that lie back of these machines— the 
resources of experience and techniques that have 
made them effective — are aggressively at work pro- 
ducing the means for a defense impregnable. 


The constant development of new processes, new 
machines, new products to meet our ever changing 
peacetime demands has given American industry a 
resilience and flexibility that make for a basic pro- 
ductive strength not to be found ina country which 
has been geared exclusively for war. 


As a nation we know how to turn to new jobs 
because we are always doing new jobs—that is the 
tradition of American industry. 
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